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CHAPTER I 


INTRODUCTION 


Much remains to be done in the line of comprehensive analy- 
sis of the Soviet economy. Some students still seem to be satisfied 
_merely to repeat Soviet estimates, though of late one more com- 
monly encounters the qualification that the principal Soviet in- 
dexes, namely those of agricultural and industrial output and of 
national income, have or may have an upward bias. Such serious 
analyses as are attempted mostly resemble steering in the dark 
without instruments." The instrument which could help but has 
been little used is familiarity with Soviet prices.” 

Although even a comprehensive description of the Soviet 
price system, to say nothing of analysis of the prices themselves, is 
lacking,’ it is not intended here to fill the gap fully. At least a 
relatively brief discussion of the Soviet price system seems the 
more indispensable because the system is unique, nothing even 
remotely similar having ever been observed in the world. Analo- 
gies from other systems, consciously and unconsciously resorted 
to by every analyst, are inevitably misleading. 

The Soviet price system acquired its unique nature only dur- 
ing the Plan era, beginning about 1930 or shortly thereafter. Ear- 
lier, it was basically the same as in other industrially backward 
countries, but with the features of the price pattern typical of such 
countries even more pronounced than usual. While Colin Clark* 


1A good example is Abram Bergson’s comprehensive study, “Soviet National Income 
and Product in 1937. Part I. National Economic Accounts in Current Rubles,” and “Part II. 
Ruble Prices and the Valuation Problem,” Quarterly Journal of Economics, May and August 
1950, LXIV, 208-41 and 408-41. 

Strange as it may seem, attempts are even made to analyze changes in profits, losses, 
and the subsidies of industry and transport from 1948 to 1949 without considering that the 
prices of all producers’ goods, net of turnover tax, more than doubled and railway rates almost 
doubled, effective January 1, 1949. 

2 For an illustration of the danger in writing of the Soviet price system without familiarity 
with the prices themselves, see M. C. Kaser, “Soviet Planning and the Price Mechanism,” 
Economic Journal (London), March 1950, LX, 81-91. 

3 The writer has in mind living costs, prices of producers’ goods, and railway rates. 
Prices of consumers’ goods have repeatedly been analyzed. 

4 Colin Clark, A Critique of Russian Statistics (London, 1939); ‘Russian Income and 
Production Statistics,” Review of Economic Statistics, November 1947, XXIX, 215-17; and 
others. 
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and Julius Wyler’ made comparisons of the pre-Plan price pattern 
with those of other countries and must therefore have realized 
their character, they did not publish the price material. This 
character is, therefore, at best inferred; all its features are cer- 
tainly not known and not taken into consideration in current 
analysis of the Soviet economy. 

Before the Revolution, the prices of industrial goods and con- 
struction costs were very high in Russia; the prices of farm prod- 
ucts were correspondingly low. The almost complete standstill of 
industry in the wake of World War I and the Civil War brought 
about a further considerable worsening of the price relationships 
to the disadvantage of farm producers in 1922-23 and subse- 
quent years. The price relationships remained more unfavorable 
for agriculture than before the war, even after all the losses of 
World War I had been made up and both agricultural and indus- 
trial output had reached or exceedéd the prewar level—about 
1926-27. The situation was indeed such that, with state industry 
operating at high costs and state and private trade involving big 
margins, there seemed to be no immediate prospect that price 
relationships would return to the prewar pattern. 

While a comparison of the price pattern of a predominantly 
agricultural country like the USSR in the pre-Plan era with the 
price pattern of an industrial country like the United States can 
be made only with certain qualifications, the vast divergence be- 
tween these two price patterns cannot be overemphasized in an 
analysis published in the United States, where the reader natur- 
ally visualizes a price pattern similar to, or at least not funda- 
mentally different from, the one prevailing in his own country. 

The last pre-Plan year was 1927-28 (October—September), 
later shifted to the calendar year 1928. Prices in 1927-28, how- 
ever, were near enough to those of 1926-27 so that the use of 
1926-27 prices here as representing the pre-Plan era is warranted 
as well as necessary, because the most important Soviet economic 
indexes were based upon them during most of the Plan era, and 
may still be so based. 

An analysis of the 1926-27 price pattern, including a com- 
parison of these prices with those in the United States, forms 


5 Julius Wyler, “The National Income of Soviet Russia,” Social Research, December 
1946, XIII, 501-18, especially pp. 506-07; but his few remarks almost inevitably passed un- 
noticed. 
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chapter ii of a forthcoming publication.® Here it suffices to men- 
tion that in 1926-27 the farm prices in the USSR were about 30 
percent below those in the United States. The prices of industrial 
products processed from farm products, which naturally profited 
from the low farm prices, were about the same in both countries. 
The balance of the industrial products cost about two-thirds more 
in the Soviet Union. The cost of industrial construction was at 
least double that in the United States." 

Such a price pattern had wide implications. With living costs 
kept down, the low farm prices favored the industrialization drive 
which has characterized the Plan era. The drawback that those 
prices were undermining the purchasing power of the farm popu- 
lation for industrial goods was irrelevant during this era, because 
most of the additional output of industrial products was not in- 
tended for private consumption in any event. The high construc- 
tion costs, on the other hand, were a great handicap to the drive. 
But whatever the effect of the 1926-27 price pattern on actual 
developments, it was extremely favorable for demonstrating 
Soviet attainments during the Plan era statistically, for the great- 
est expansion occurred in the output of those very items (pro- 
ducers’ goods, factories, houses, etc.) which were relatively the 
most expensive in 1926-27 prices. 

The price pattern of 1926-27 or 1927-28 soon became 
history. Indeed, the change was fundamental. Industrial raw 
materials, the means of production produced from them, and con- 
struction, the extreme dearness of which was a major feature of 
the 1926-27 price pattern, had become cheaper in nominal prices 
relative to living costs and especially relative to the prices of con- 
sumers’ goods than anywhere in the world and at any time in 
recent history. 

The more the pre-Plan price pattern changed, the less favor- 
able the new price pattern became for demonstrating achievement. 
Thus it happened that, although the economic pattern of the 
country had fundamentally changed and the 1926-27 price pat- 
tern had been outmoded for a long time, the Soviets stuck to the 
prices of that year for use in the most important economic indexes. 


6 Naum Jasny, Soviet Prices of Producers’ Goods (Food Research Institute, Stanford, 
1951). 

7 The comparison is based on the then existing parity of one ruble being equal to 51.5 
cents, a parity which was real and not nominal as it became soon afterwards. 
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Ta make the economic achievements appear even more favor- 
able than they would have been if computed at 1926-27 prices, 
the prices in which the indexes were computed were permitted, or 
deliberately made, to depart from the real 1926-27 price levels, 
the departure with minor exceptions, if any, always being in the 
upward direction. To conceal the real nature of these advancing 
prices, they were baptized “unchangeable 1926-27 prices.” Soon 
the “unchangeable 1926-27 prices” used in preparation of the 
indexes lost most of their connection with the real 1926-27 prices 
and were transformed into a sort of phantom. This had the effect 
of making the attainments in industrialization and in national 
income rise, phantomlike, much more than they did even in the 
very favorable 1926-27 price pattern. Also, goals of the various 
plans, which were actually missed, appeared fulfilled and even 
surpassed, thanks to this device. 

In addition to the “unchangeable 1926-27 prices,” a number 
of others have been used in the USSR for computing indexes— 
for example, 1932 prices for indexes of output of industrial co- 
operatives and of the goods available for sale in the “broad mar- 
ket,”” or 1933 prices (and others) for the value of basic funds.* 
A function to some extent similar was served by 1933 Plan prices, 
used for various purposes in the 2d Plan, and by the prices and 
norms of December 1936 and of 1945, used in planning capital 
investments. The 1932 prices used for the indexes of output of 
industrial co-operatives resembled the “unchangeable 1926-27 
prices” in having a strong and definite upward bias. The other 
price patterns used for indexes were likewise more or less defec- 
tive for this purpose, either from the outset or with the passage 
of time. The following analysis has to do with real prices, mostly 
referred to in the USSR as “the prices of respective years,” but 
here designated “current prices,” and the phantom 1926-27 
prices, refer red to in the USSR as “unchangeable 1926-27 
prices.” 

According to Soviet theory, which, like everything else, is 
official, the Soviet price system is a “system of fixed planned 
prices.” The prices are supposed to be fixed “in accordance 


8 Basic funds are fixed investments for productive and nonproductive purposes. 


9A. Gordin, “Price and Price Forming in the USSR,” Bolshevik (Moscow), 1951, 
No. 7, p. 62. 
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with the value of the goods.’” The values correspond to the im- 
puted “fresh” and crystallized labor plus profit. When necessary 
“the Socialist State . . . effects a planned departure of prices 
from value.”* This is “the law of value in transformed form 
. . . discovered by the coryphaeus of science, comrade Stalin.””” 
No space is devoted in the present study to the Soviet theory of 
value and price, except for a discussion, in chapter iv, of the 
theory of turnover tax as a form of profit. The official theory can 
be well judged by the results, by the deeds. The more technical 
problems, as for example the shift from establishing the prices 
f.o.b. factory to f.o.b. destination, of late increasingly applied to 
producers’ goods, are also not covered. The writer is primarily 
interested in what the prices really are, and in their broad eco- 
nomic implications. Techniques are discussed mainly to the 
extent needed to clarify the prices and their implications. 


PRICES AND PLANNING 


The Soviet economy is a planned economy, and hence every 
success or failure in the economic field goes to the credit or dis- 
credit of the planning. Whether it is specifically pointed out or 
not, the quality of Soviet planning is behind practically every- 
thing in this study. It is true that not everything found in Soviet 
plans was included with real enthusiasm. Such phenomena as 
the kolkhoz markets” or part of the multiplicity of prices for the 
same goods had first developed in violation of the plans and were 
later included in them only because it seemed impossible to attain 
or enforce something more desirable. To conceal the failure, such 
an ugly institution as the kolkhoz markets was even proclaimed a 
specific form of socialist trade. While the difference between the 
really desired and not really desired must be kept in mind, even 
the originally undesired institutions and phenomena are part of 
present plans. Soviet planning is so involved and the subject so 
vast that the writer is devoting to it a separate study which is now 
in an advanced stage of preparation.’* To discuss here, in detail, 


10 [bid., p. 63. 11 [bid., p. 64. 

12 V. Dyachenko, ‘‘Khozraschet as the Socialist Method of Economic Activities,” Ques- 
tions of Economics (Moscow), 1951, No. 2, p. 9. 

18 Markets where the collective farms (kolkhozy), their members (kolkhozniki), and 
individual peasants sell their own products direct to consumers at free prices. E 

14 In case something should prevent completion of that study, I would like to point out 
that it should be dedicated to the memory of Vladimir Gustavovich Groman, the great Russian 
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the relation between planning and prices would thus involve too 
much duplication, but a few summarizing statements are indis- 
pensable. 

. It is not an exaggeration to say that the Soviet price system 
was in a chaotic state throughout the whole Plan era. So far as 
the price level as a whole is concerned, the Plan era was character- 
ized by a strong 19-year inflation; when the inflation was finally 
stopped, a sharp depression rather than price stability set in. All 
this occurred in violation of the plans. 

No better proof is needed that Soviet planning does not func- 
tion well with reference to the planning of retail prices of con- 
sumers’ goods than the hunger for those goods, a phenomenon 
which has become almost inseparable from the Soviet economy. 
Obviously the prices are not so adjusted that supply equals de- 
mand. For years the co-operatives were permitted to sell at higher 
prices than the state received, and this i is still the case. Thus 
again: the state is not covering the demand at prices set by it. 
Actually, the phenomenon is widespread that different state or- 
ganizations sell at different prices, and this further attests the 
inability to plan output and prices correctly. 

With the huge turnover taxes imposed on consumers’ goods, it 
should be relatively easy—by modifying the tax—to set the 
wholesale prices of these goods minus tax so that the enterprises 
producing them would cover costs and return a moderate profit, 
and thus operate in an orderly fashion. Yet complaints appear 
time and again in authoritative sources that this is not the case— 
that some consumers’ goods return excessive profits, while others 
are produced at a loss: Aside from other disadvantages (see 
below), the outcome of this is that goals for output of the profit- 
able goods are exceeded, while the output of unprofitable goods 
falls short. 

Until January 1, 1949, prices of producers’ goods had been 
below production costs during most of the Plan era, and’certain 
producers’ goods were produced at a loss all the time. Nor were 
planner of the "twenties, and the leader of those who wanted planning in the European style, 
not implemented by dictatorship as is the Soviet planning of today. The fact that different 
types of planning were effected in the USSR seems not to be realized abroad. It remains 
unknown that, while present-day Soviet planning may primarily serve as an example of how 
planning should not be done, the attempts at planning in the twenties, however uncertain 


they may have been, were in the only direction acceptable to those who want planning com- 
patible with liberty. 
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the losses trifling. For long periods the subsidies on some goods 
ranged from 50 to over 100 percent of the wholesale prices of 
the goods involved. Disregard of cost and all kinds of waste are 
among the principal weaknesses of the Soviet system. The disad- 
vantages are well recognized. Measures to eliminate waste, 
“‘khozraschet” (operation with consideration of costs) and ‘“con- 
trol by the ruble,” are urged unceasingly in the USSR. It is clear 
to those in power that prices covering costs are indispensable to the 
success of these efforts. Twice the government solemnly an- 
nounced its definite decision to abolish the subsidizing—first in 
1936 and again in 1948. But in the prewar years the advancing 
inflation countered the government’s intentions, while in 1950 
a renewed desire to cheapen investments led to the setting of whole- 
sale prices below cost for such important goods as machinery and 
common steel. 

Not only was the general level of all wholesale prices of pro- 
ducers’ goods set incorrectly, but apparently there never was a 
correct tie-in between the prices of competing goods—competing 
fuels, for example—or between the prices of raw materials and 
finished products. There was, indeed, only one opportunity for 
such a tie-in during the whole Plan era, namely in 1948, when the 
prices of practically all producers’ goods were revised simulta- 
neously, effective January 1, 1949 (only those prices apparently 
remained unchanged where there were specific reasons). But it 
is doubtful that the needed tie-ins were achieved, and if so, they 
were crudely disrupted in the very next year. 

Lack of tie-ins, it is true, may be justified under specific condi- 
tions, and it is indeed the advantage of state ownership of means 
of production, prevailing in the USSR, that the consequences of 
the justified lack of tie-ins can more easily be smoothed out than in 
a private economy. But these departures must be specific cases, 
there must be really good reasons for them, the departures must 
be within the limits dictated by those reasons, and the artificially 
established price relationships must be kept only so long as the 
reasons continue to be present. All too frequently those require- 
ments are not met in the USSR. 

In 1933, the price of kerosene for technical purposes, f.o.b. 
destination, was raised about 10-fold, to a level about 45-fold 
that of good Donbass boiler coal, f.o.b. mine. In 1949, the same 
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kerosene cost not quite six times as much as coal. There is no justi- 
fication—there cannot even be any explanation—for such shifting 
around. The varying rates between kerosene and coal prices are 
an extreme case, but the number of unjustified large shifts in price 
and rate relationships is almost infinite. In 1949, important types 
of rolled steel cost about 5—6 times as much as coal; in the second 
half of 1950, the relation was only about three to one. 

Extreme arbitrariness, the club law of administrators who 
know Stalin’s speeches by heart but are less familiar with eco- 
nomic planning, appears in the Soviet prices with the greatest 
clarity. The greatly excessive boost of almost all prices of pro- 
ducers’ goods and of freight rates in 1949, and the removal in 
1950 of a large part of the increase in two actions, separated by 
six months, is nothing but blunder. It was a great blunder to raise 
machinery prices 30-35 percent in one year (1949) and then to 
eliminate the entire increase, and more, the next year (1950) ; or 
to raise railway freight rates on short distances much less than on 
long distances (rate revision of 1939) and to do exactly the oppo- 
site in the next revision (1949). The established regional cost 
relationships are unnecessarily severed by such changes. 

A wholesale market does not exist in the USSR. It has been 
almost completely replaced by planning and distributing in physi- 
cal terms, by allocation. The outputs of the various ministries (in 
physical terms) are allocated among other ministries. The minis- 
tries reallocate to their major subdivisions, these reallocate fur- 
ther, and so on until the particular good is ultimately allocated 
to the enterprise which will actually receive it. State organiza- 
tions have to accept the goods assigned to them even if they have 
no need for them. They may have to do without the most essential 
goods and services (repairs or spare parts, for example) if, for 
one reason or another, these were not assigned to them. That the 
ultimate receivers pay the fixed price for the goods received by 
them is merely secondary. It does not impart to the tranSactions 
the character of a market. 

Under Soviet conditions, the enterprises often sustain sub- 
stantial losses when trying to get rid of delivered but unneeded 
goods; reselling of many important goods, even to state organ- 
izations, is prohibited. For those who do not get the needed 
goods, the alternatives to doing without them entirely are pro- 
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ducing them themselves without regard to cost or resorting to 
irregular and simply illegal measures such as pushing, barter- 
ing, and even bribing. Gregory Grossman of Harvard deserves 
credit for stressing that while these illegal or, at least, disfavored 
activities, brought about by faulty planning, disrupt the planning, 
they also help to overcome some of its worst abuses. 

A further flagrant shortcoming of the Soviet price system is 
multiplicity of prices. In 1948, a year without rationing, the pro- 
ducer received in the kolkhoz market perhaps 40—50 times as 
much for his wheat as the government paid him on obligatory de- 
liveries. The official rates for transportation with horses are about 
three times as high as those by truck. Occupational clothing costs 
perhaps half as much as similar civilian clothing. The price dif- 
ference is even greater between building materials sold to govern- 
ment organizations and those sold to private persons. All this is 
an important source of theft, bribe, and graft. A special word was 
even coined for these crimes in the USSR—blat. The pushing, 
bartering, and other machinations of state organizations to ac- 
quire needed goods for their lawful operations also are blat in 
Soviet terminology. 

The situation was of course considerably aggravated by the 
fact that for a long time Soviet planning was largely based on 
values and indexes in the phantom “unchangeable 1926-27 
prices,’ and even their compilers may not have known what they 
represented. The worst thing was that some important items were 
planned in these prices, while some others were in current prices. 
More than two price patterns were actually used in one plan. This 
topic is discussed briefly in chapter vi. 

The Soviet price system and Soviet planning in general, as 
they have functioned throughout the Plan era, failed to disrupt 
the whole economy and even permitted it to thrive considerably 
only because planning in the USSR is implemented by two power- 
ful forces—state ownership of means of production and, last but 
not least, dictatorship. 

The hunger for goods and other ugly phenomena of the Soviet 
retail market of consumers’ goods would not be tolerated very 
long in a free country outside of wartime. It is feasible as a per- 
manent institution only in a highly dictatorial state, where the 
consumer has only one right, which is also an obligation: to cheer 
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vociferously the latest decision of the dictatorship and the leaders 
at the helm. 

Advocates of planning outside the USSR are unlikely to visu- 
alize the realization of their ideal as being practically without a 
market of producers’ goods, and having in its place only a system 
of allocation—that war emergency measure which has rarely 
functioned to full satisfaction. But while the replacing of a mar- 
ket by allocation is unthinkable in a private economy, it is merely 
a wasteful procedure in a state-operated economy. Dictatorship 
insures that the population bears its unfavorable consequences in 
addition to consequences of the huge new investments, especially 
those needed for keeping the USSR armed to the teeth. 

Certain enthusiasts for planning, and specifically for Soviet 
planning, in this and other non-Soviet countries, seem not to real- 
ize two things: that good planning in the USSR might spell peril 
to the world, and that good planning is fortunately incompatible 
with dictatorship. Even fairly good functioning of the specifically 
Soviet type of planning, which is much less subtle than the type 
that would be needed in free countries, would be very dangerous. 
State ownership of means of production at once makes central 
planning indispensable and greatly facilitates the operation of 
inferior plans. Dictatorship helps to realize plans and especially 
to overcome the results of poor planning and the failure to reach 
goals. But dictatorship also makes the operation of such a subtle 
instrument as planning difficult. All the experience gradually 
accumulated in planning in the USSR is offset by the further 
moral disintegration of the country, and by the impossibility for 
those who are familiar with this experience to adapt it to Soviet 
life. It is a blessing that while Soviet conditions greatly facilitate 
planning, they make possible only very poor planning. 


CHAPTER II 


CURRENT PRICES: WAGES, AND PRODUCERS’ 
AND CONSUMERS’ PRICES 


INFLATION AND DEFLATION 


The Plan era has been characterized by a practically uninter- 
rupted inflation, which in combined intensity and duration has 
few equals. Until a short time ago, it even seemed correct to speak 
of inflation as a part of the Soviet price system. Although each 
Five-Year Plan scheduled a more or less substantial deflation, no 
real effort was made to accomplish this. Indeed, only during the 
Ist Plan Period was a serious attempt made even to hold to the 
existing price levels. The price levels visualized by the 3d Plan, 
for example, were shattered at the outset by an all-around boost 
in the prices of industrial raw materials. While the Plan was not 
approved before the spring of 1939, the upward price revisions 
were started on February 1, 1939, and railway rates were raised, 
effective April 1, 1939. In a similar way the price provisions 
incorporated in the 4th Plan, approved in the spring of 1946, lost 
connection with reality when, a few months after approval, the 
prices of rationed food were nearly trebled. See the Appendix 
Note, however, for a greatly modified appraisal of the place of 
prices in the 4th Plan. 

The last pre-Plan year, 1927-28, was still in the wake of de- 
flation, which began around 1925-26. Price developments were 
so erratic during the early part of the Plan era that it is impossible 
to state definitely when the turn from deflation to inflation oc- 
curred. The prices of producers’ goods continued their decline in 
1928-29 and 1929-30, though at a snail’s pace. The prices of 
consumers’ goods were rising very slowly in state and co-opera- 
tive trade but very strongly in private trade. Although the general 
price level possibly increased moderately in those two years, it 
may be appropriate to consider 1931 as the starting point of the 
great inflationary wave. 
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The inflation terminated with the end of 1949. The prices of 
consumers’ goods had been declining in 1948 and 1949, but the 
prices of producers’ goods experienced an unprecedented boost 
effective January 1, 1949. On January 1, 1950, a reversal also 
began in these. Since then the further reductions in prices of con- 
sumers’ goods have been accompanied by declines of producers’ 
goods. There were indeed two of these, one effective January 1, 
1950 and another six months later. Wages have remained about 
stable since 1948. Assuming 1931 as the first inflation year, the 
great inflation wave lasted for 19 years. 

It would be superfluous to look in the Soviet literature for rea- 
sons behind the inflation. Although at its height the general price 
level exceeded that in 1926-27 perhaps 15-fold, the phenomenon 
of inflation exists for the Soviets only in the despised capitalist 
world. The Soviets know merely advances in the value of the 
Soviet ruble, i.e., deflation. But the jubilant tone in which they 
announce such advances (deflation is certainly not a blessing) 
would have betrayed the real situation, even in the absence of an 
abundance of other evidence. 

By far the most important inflationary factor was the drive 
to industrialize—and, later, to arm—more rapidly and strongly 
than conditions allowed. The rising trend of nominal wages was 
the most conspicuous manifestation of this excessive drive. Every- 
one was urged not only to fulfill but to overfulfill his goal. With 
state enterprises competing for goods and especially for labor, 
the goals for raising nominal wages were usually fulfilled, while 
the goals for increasing labor productivity—tied in with the wage 
goals by the plans (whose fulfillment, as a whole, depended on 
attainment of the labor-productivity goals)—-were reached only 
partially or failed entirely. The outcome was rising nominal out- 
lays on labor per given product rather than the planned declines. 
The rising wages in the face of shortfalls of goals for labor pro- 
ductivity made inflation inevitable. During the 1st Plan Period, 
with the failure of labor-productivity and persistence in greatly 
expanding the share of new investment in national income, the 
price rise of consumers’ goods had to be much stronger even than 
the advance in wages. Although it was done reluctantly, prices 
of producers’ goods had also to be raised repeatedly. 

In the early years of the Plan era, the effect of the principal 
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inflationary factor was greatly strengthened by the catastrophic 
fall in agricultural production. All during the era, technical de- 
fects of planning were an important contributing factor to the 
inflation. Lack of proper tie-ins among even directly connected 
factors, such as the consistently inadequate provision of planned 
constructions with needed materials, are certainly conducive to 
disturbance and inflation. 

As the standard official explanation for the isolated cases of 
deflation the great advantages of the Soviet socialized economy 
were cited—the strong rise in labor productivity, the untiring care 
of the beloved leader for the well-being of his herd, and so forth. 

The small reductions in the prices of consumers’ goods in 
1935 and 1937, and the large ones in 1948-51, may be accepted 
as a fairly adequate means of adjusting private consumption to 
expansion in output of consumers’ goods (rising wages with stable 
prices of consumers’ goods would probably be even better), but 
the cuts in the prices of producers’ goods on January 1, 1950 and 
July 1, 1950 belong in another category. The same is true of the 
isolated cases of price cuts of producers’ goods before the war.’ 

While the prices of producers’ goods introduced on January 
1, 1949 struck the writer from the start as greatly excessive, he 
did not dare dismiss them as representing a blunder. Since no 
explanation was given, it seemed remotely possible that some 
good reason, or at least some reason, was behind the action. The 
retreat which started only a year after the new prices became ef- 
fective (the need for it must have been realized much earlier) 
stamps the 1949 price raise for what it was—a blunder. The 
intensification of concealment, specifically in the amount of data 
given in the 1950 budget as well as the great delays in announcing 
that budget and the January 1, 1950 price cuts, reflected concern 
over the disturbances caused by the excessive raises of prices of 
producers’ goods effective January 1, 1949 and uncertainty as to 
the manner of dealing with those prices in the future. 

With the great secrecy surrounding the latest price changes,” 
the reasons for the blunder of the 1949 price raise are impossible | 


1 There were apparently only two such cases of any importance after 1930: the moderate 
reduction of the prices of machinery and equipment effective January 1, 1935, and a similar 
price reduction of railway rails in 1937. 

2So far as this writer is aware, the price rise of 1949 was not discussed at length in 
any paper, journal, or book. Maizenberg’s article quoted below discusses the January 1 and 
July 1, 1950 price cuts, lumping them together. It is the only one known to this writer. 
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to ascertain. The disappearance of N. A. Voznesenskii and his 
principal collaborators from the Gosplan (Voznesenskii was its 
president for many years, including those of World War II) may 
have something to do with it. Even moderately experienced plan- 
ners are very scarce in the USSR, and these men may have been 
irreplaceable. 

Those who actually decided on the 1949 price raise may have 
failed to realize the changed situation with reference to curbing 
competition for labor. They may have been guided by the idea 
that costs were rising in any event and hence that prices which 
might appear excessive at the time of their establishment would be 
reasonable a short time later. This explanation is the least con- 
demning for the great blunder committed in setting the prices of 
producers’ goods at a greatly excessive level—after more than 20 
years of full-scale planning. | 

The fact that, for the first time since the Revolution, wages 
have recently been stabilized seems to be of great importance. 
Although the blunder with the 1949 raise of producers’-goods 
prices does not suggest perfect functioning of planning, there 
might have been a degree of improvement in the functioning of 
the specific form of planning existing in the USSR—of what is 
called, in the USSR, planned socialized economy, but what actu- 
ally is planning of primarily state-owned enterprises implemented 
by a great deal of coercion of the other sectors of the economy and 
of all labor. Strengthening of this coercion, its smoother func- 
tioning, rather than improvements in planning as such, may be 
largely responsible for the fact that the Soviets finally succeeded 
in reversing the steadily rising cost (in nominal terms) of labor 
per physical unit of output. 

The future is of course uncertain. As usual the action of the 
day is proclaimed the law of the socialist economy. In the only 
known article on the recent changes in the prices of producers’ 
goods, the author wrote: 


The Party and Soviet government always considered the reduction of whole- 
sale prices in connection with the tasks of technical progress in industry, of 
perfection in methods of its operation, insuring the greatest regime of saving 
and of strengthening of economic khozraschet. The reduction of wholesale 
prices is that method, inherent only in the socialist state . . 2 


8L. Maizenberg, “The System of Wholesale Prices and the Strengthening of Khoz- 


raschet,” Planned Economy (Moscow), 1950, No. 6, p. 58. Khozraschet means operation with 
consideration of costs. 
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If any importance is assigned to these assertions, it must be 
assumed that it has been decided to hold wages also in the future, 
with the expansion in output and especially increased labor pro- 
ductivity permitting further price deflation. It would, of course, 
seem more reasonable for the Soviets to shift to a policy of stable 
prices with wages rising in proportion to that increase in consump- 
tion levels which will be considered desirable. Should such a 
policy be adopted, the Maizenbergs will proclaim it inherent only 
in the socialist state. 


THE PRICE PATTERN 


While the rise of prices during the Plan era was extraordinary 
in its duration, monetary inflation in itself is a quite ordinary 
phenomenon. The great peculiarity of the Soviet inflation has 
been that the prices of the various commodities rose at greatly 
varying rates, spreading out like a fan (Chart 1). It soon became 


Cuart 1.—Tue Fan: USSR Price InDExEs or Importep Goons AT SPECIFIED 
DATES DURING THE PLAN ERA* 
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impossible to speak of ane price level in the USSR. In 1948, for 
example, the f.o.b. prices of steel were not quite three times those 
in 1926-27, but the price of common bread was almost 40-fold 
this level. The prices of other goods were mostly scattered all 
along between these two prices, although the extremes were even 
further apart. There was, however, a definite tendency for the in- 
dividual prices to cluster around two widely separated levels. 
Given such a tremendous scattering of prices, it is obviously 
irrational to convert a certain sum in rubles, for example the state 
budget, to any other currency or to any pre-Plan price level by 
the use of a single coefficient.* For example, the conversion of 445 
billion rubles, the income expected in the 1949 state budget, to 
dollars at the official rate of 5.3 rubles or, for that matter, at the 
rate of 8 rubles for the diplomatic dollar tells nothing. Neither 
can that sum be converted to Russian 1913 or Soviet 1926-27 
price levels by the application of any one factor. One can be mis- 
led even by statements that 36.7 percent of the total state’s ex- 
penditures is expected to be used on the national economy, and 
28 .9 percent on cultural needs (education, health services, etc.) .° 
The cornerstone of Soviet economic policy is to expand its 
industry at an unheard of or, as they say in the USSR, at a “mad 
tempo.” This necessitates the assignment to investment of an 
unprecedentedly large proportion of the national income, with 
real incomes and, specifically, real wages of the population low in 
consequence. Low real wages imply, relatively, very high prices 
of consumers’ goods. In this the Soviet price system follows the 
standard pattern, except that the disproportion between the nomi- 
nal wage level and the prices of consumers’ goods is brought to an 
extreme. A country as poor as the USSR, seeking to reserve a huge 
portion of the total product for investment (and for expenditures 
on the army) and consequently to hold private consumption low 
by high prices of consumers’ goods, cannot trifle with the ‘matter 
by fixing high prices only on luxury goods. It must make it dif- 
ficult for consumers to satisfy their desire even for common bread. 


4M. R. Wyczalkowski (‘“The Soviet Price System and the Ruble Exchange Rate,” in 
International Monetary Fund, Staff Papers, September 1950, I, 213) correctly points out 
that “there should . . . be two exchange rates for the ruble’—one for producers’ and the 
other for consumers’ goods. Actually even two rates are not enough. 

5 Government research institutions, e.g., the Office of Intelligence Research of the United 
States Department of State, and the War Industrial School, continue to indulge in such 
computations. 
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Low real wages are normally and naturally associated with 
high prices not only of consumers’ goods, but also with high prices 
of the means of production. Moreover, the normal situation in 
such backward countries is for the prices of the means of produc- 
tion to be relatively higher than those of consumers’ goods, of 
which a large part necessarily consists—under the conditions—of 
cheap farm products or goods made from these. The peculiarity 
of the Soviet price system is that means of production have be- 
come very cheap relative to wages and still cheaper relative to the 
prices of consumers’ goods. This very peculiar type of relation- 
ship between the prices of producers’ and of consumers’ goods is 
indeed the feature which makes the Soviet price system unique. 
Of the two centers around which the prices in Chart 1 scatter, the 
upper center is that of consumers’ goods and the lower center that 
of producers’ goods. The wage level has commonly run between 
the two price levels. In Chart 2 the situation is demonstrated in 
terms of developments in the prices of coal and steel and of com- 
mon bread, in the average freight rate received by railways, and in 
the average annual wage of all workers and employees (see p. 21). 

The widely divergent price levels of producers’ and consum- 
ers’ goods are a firmly established part of the Soviet price system, 
indeed its foundation now. As is obvious from the description of 
the 1926-27 prices (see pp. 5-6), the situation was then re- 
versed. It may seem that the new price pattern was forced on the 
Soviets by the disaster of the early ’thirties. But it would have 
come into existence, in a milder form, in any event. 

The system of actual Soviet prices is extremely complex. The 
following prices are mentioned in the subsequent analysis, at 
least in passing: 

1. Wholesale prices of the means of production: 

a) Fixed prices of the state enterprises 

b) Fixed or semifixed prices of local governments and pro- 

ductive co-operatives 

c) Costs to self-producers, in the first place, state building 

enterprises 
2. Retail prices of consumers’ goods: 
a) Charged by the government in its regular stores 

b) Charged by the government, during prolonged periods, in 

its “commercial” stores 
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c) Charged by production co-operatives 

d) Semifree prices charged by the consumers’ co-operatives 
for goods purchased by them in kolkhoz markets 

e) Free prices in kolkhoz markets 

3. Farm prices: 

a) Paid by the state to kolkhozy and peasants on compulsory 
deliveries and kontraktatsiya (see note 2, p. 46) 

b) Paid by the state to kolkhozy and peasants on purchases 

c) Paid by the state to state farms 

d) Paid by the co-operatives for resale at prices not higher 
than those in 2a 

e) Free prices in kolkhoz markets, as in 2d 


The items 2a and 2c include also producers’ goods sold in the 
“broad market.” Most groups of retail prices naturally have 
corresponding wholesale prices. 


While this may seem debatable, the writer considers the mul- 
tiplicity of prices to be one of the factors which justifies the char- 
acterization of the state of the Soviet price system as chaotic. 
Among other great disadvantages of the system is the fact that un- 
fair practices of the worst sort cannot be prevented by any means. 
It is also to be mentioned that the prices are revised too rarely, and 
not simultaneously for all goods and services, and that consider- 
able disproportions between the various prices exist at the time 
the prices are set, and these disproportions increase thereafter. 
Over considerable periods the situation was such that the price 
levels and price relationships were unusable for efficient planning 
and analysis. A Soviet analyst of regional differences in produc- 
tion costs, writing in 1950, had to base his analysis on the costs of 
1941.° This is especially striking because in the second half of 
1941 the Soviet economy was so far disorganized that costs were 
certainly not ascertained. Two scholars wrote on technical prob- 
lems of irrigation in 1949," but the data on some operations 
recommended by them were stated in 1938 prices. 

Along with the prices proper, nominal wages (the price of 
labor) are subjected to analysis in subsequent pages. The wage 


6 P. Livshits, “On Regional Differences in Labor Productivity,” Questions of Economics 
(Moscow), 1950, No. 6. pp. 30-40. 
7 Socialist Agriculture (Moscow), June 9, 1949. 
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Cuart 2.—Cerrain Basic Price INDEXES FoR THE Soviet UNION 
DURING THE PLAN EraA* 
(1928 = 100) 
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* Official data except as noted. Wages from tabulation, p. 23. Indexes for coal 
(Donbass bituminous) and steel (average of structural profile 18 and railway rails) based on 
Jasny, Soviet Prices of Producers’ Goods, Appendix Tables III and V. Freight rates based 
on ibid., chapter iii. Bread prices (common whole-rye) from various Soviet sources; price 
changes in 1933 and 1934, not officially obtainable, were estimated on the basis of changes in 
flour prices. 
series may be taken, with reservations, as a kind of indicator of 
the rate of inflation; indeed it seemed appropriate to begin the 
discussion with wages. This would have made no sense if the of- 
ficial claims were correct that consumption levels have increased 
greatly during the Plan era. Actually, even the nominal wages do 
not serve at all well as an indicator of inflation. The wage curve 
was always below the inflation curve as one may imagine this; in 
many years wages remained greatly below it. The only reason for 
using the wage curve as an indicator of inflation, indeed, is simply 
that it is the curve least unsuited to the purpose. At least it rises 


steadily during almost the whole Plan era. 


22 THE SOVIET PRICE SYSTEM 


A discussion of wages along with the prices of producers’ and 
consumers’ goods brings into focus the challenging problem of 
production costs. In spite of the great rise of nominal wages, 
their share in the total production costs of industry, computed in 
current prices, declined rapidly all through the peaceful years of 
the Plan era. According to Turetskii,* that share fell from around 
40 percent in 1928-29 to around 25 percent in 1940. So far as 
concerns goods processed from materials with heavy turnover 
taxes put on them, part of the decline is due to these taxes, which 
were introduced only after 1928-29. But the development is in 
evidence also in the case of goods in the production of which 
heavily taxed materials have little or no part. 

For reasons of their own, the Soviets are proud of this phenom- 
enon. The development is supposed to proceed exactly in accord- 
ance with the Marxian law that the share of the former labor 
crystallized in the product is becoming ever larger as compared 
with the input of new labor. This is of course true, as it is true that 
the law was known long before Marx, and that certain increases in 
labor productivity, some of them large, were attained in the 
USSR. But Marx certainly did not dream of turnover taxes of 
Soviet proportions in a socialized economy, or that the proportion 
of nominal wages in total costs would decline simultaneously with 
a rise in prices of consumers’ goods much greater than the rise in 
wages. An analysis of production costs would involve thorough 
study of the changes in labor productivity and thus exceeds the 
limits of this study. 


NOMINAL WAGES 


The nominal wages are tabulated in the accompanying table. 
No reason is known for mistrusting the official data in prewar 
years, although these data were released in detail only for the 
years 1928-35 and 1937. Not a single figure has been released 
on the average wage rate in postwar years, except for the 1950 
goal of the 4th plan of 6,000 rubles per year. 

The extreme shortage of men during World War II necessi- | 
tated widespread resort to overtime and Sunday work—with dis- | 
proportionately greater increases in pay. Still this was not the 
most important wage-raising factor. The same shortage com- 

8 Sh. Turetskii, Intra-Industrial Accumulations in the USSR (Moscow, 1948), pp. 36-37. 
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AVERAGE ANNUAL WAGE PER PERSON IN THE USSR, From 1926-27* 
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* Official data for prewar years. For 1932-38 data, see a compilation by Abram Bergson, 
“A Problem in Soviet Statistics,” Review of Economic Statistics, November 1947, XXIX, 236. 
The 1940 figure is from M. M. Lifits, Soviet Trade (Moscow, 1948), p. 52. For explanation 
of postwar wages see text, except for the 1950 goal, which is from the 4th Plan. 


pelled the government to make substantial wage boosts. These 
were granted almost exclusively to those directly indispensable 
for defense. A wage increase to teachers by the order of August 
11, 1943 may be the only exception. Wage-rate increases to im- 
portant worker groups started with the entrance of the USSR into 
the war. Such raises are indicated, for example, for railway 
workers as early as 1941.° A fundamental revision of the wage 
rates of construction workers occurred in 1944. An authentic 
source published official conversion factors for wage rates of 
these workers from the 1939-40 and 1942 levels to the 1945 
level, as brought about by the 1944 revision.*® Nineteen cate- 
gories of occupations were listed with rises in wage rates ranging 


9T. S. Khachaturov, Economic Principles of Railway Transportation (Moscow, 1947), 


I, 54. 
10 USSR Ministry of Construction, Collection of Principal Materials and Consultations 


on Construction (Moscow), 1943, No. 3, pp. 9-12. 
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from 23 to 65 percent and averaging possibly 50 percent. Among 
the various categories of workers listed were metalworkers with 
an increase in rates of 39-40 percent. Although the conversion 
factors pertained only to metalworkers engaged in construction, 
these workers are unlikely to have been treated differently from 
other metalworkers. However, the increase in wage rates of the 
regular metalworkers probably occurred before 1944. The same 
certainly was the case with miners. 

The average paid-out wage (not the wage rate) of workers 
in the centralized industry increased 53 percent from 1940 to 
1944, but only 44 percent for all industrial workers, according 
to Voznesenskii. Other data of that author indicate consider- 
ably greater rises of average earnings of coal miners and metal- 
workers everywhere and of all industrial workers specifically in 
the East. Voznesenskii’s evidence obviously points to great un- 
evenness of the wage increases. For example, the 53 percent wage 
rise of the workers of centralized industry and the 44 percent 
rise for all industrial workers implies no increase for the workers 
of the noncentralized industry. 

In addition to Voznesenskii’s evidence on increases in aver- 
age paid-out wages, only those for transport workers can be cited 
for the war years. The increase in this case was equivalent to 
55 percent from 1940 to 1945."* It seems not improbable that 
in the first half of 1945 the average paid-out wage of all workers 
and employees was around 5,500 rubles, or about 35 percent 
above 1940. By the end of 1945 or the beginning of 1946 it may 
have declined to, say, 5,000—5,250 rubles. 

That level was the basis for the goal of 6,000 rubles of the 
4th Plan for 1950 (the Plan was approved in March 1946). The 
figure of possibly over 5,000 rubles in the base year of the Plan 
may seem unbelievably high to those who think that the Plan had 
necessarily to provide for a very large increase in wages. As a 
matter of fact, there was no reason to expect great wage raises in 
the Plan. Before the war the Soviets had embarked on a policy 
of permitting only moderate wage rises, far smaller than the in- 
creases in labor productivity. They were disgusted by the con- 


11 N, A. Voznesenskii, War Economy of the USSR during the Patriotic War (Moscow, 
1948), pp. 117-18. 

12 V. E. Umbliya, Bases of Organization, Normalization, and Planning of Labor in 
Railway Transportation (Moscow, 1947), p. 176. 
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cessions which they had had to make to the workers during the war. 
Moreover, 6,000 rubles as the scheduled average yearly wage in 
1950 did not carry much meaning to anyone, in the USSR as well 
as abroad, because nobody knew the average wage in 1946 or any 
year after 1940 (in 1948 a little—very little—light was shed by 
Voznesenskii’s book). Under such conditions, even a goal not 
exceeding the existing level could not have a discouraging effect. 

The price-wage basis of the 4th Plan, whether a matter of 
policy or convenience, was overthrown by the great boost of prices 
of consumers’ goods effective September 16, 1946. In connec- 
tion with this, except for persons earning more than 900 rubles, 
monthly wage increases were granted of 70 to 110 rubles (110 
rubles for those earning less than 300 rubles; 100 rubles for those 
earning 300-500 rubles; and so forth). The monthly wage of all 
wage earners must have been raised by about 95 rubles on the 
average. 

Two weeks earlier, effective September 1, 1946, workers and 
superior technical personnel in important economic enterprises 
of the Urals and east of there, were given the benefit of 20 percent 
higher pay than corresponding persons receive in the West.”* 

Only scattered data are available on the average wage paid 
in postwar years, but whatever evidence is available indicates that 
no major changes in wages outside of the two mentioned above 
have occurred since 1945. According to a leading article in 
Railway Transport:** “Now wages [on railways] are 192.6 per- 
cent of those of 1940”—“now” pertaining to 1947. According 
to Communal Economy of Moscow,” in 1948 the average wages 
of workers in Moscow industries were more than twice the 1940 
average; the wage fund, however, increased only 71 percent from 
1940 to 1948. I. M. Kratchenko, deputy Minister of Coal Indus- 
try, emphasized that wages of coal miners increased 2.5-fold as 
compared with prewar; in some areas, such as Kuzbass, more than 
3-fold. 

If the above were typical, an increase of possibly 100 percent, 
or more, in the average wage from 1940 to, say, 1948 or 1949 
would have to be assumed. However, most specific data are defi- 
nitely for selected groups, mostly workers rather than all wage 


13 V. Kuznetsov in Pravda (Moscow), May, 11, 1951. 
14 Railway Transport (Moscow), 1948, No. 10, p. 9. 
15 Communal Economy of Moscow (Moscow), 1949, No. 2, p. 20. 
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earners. The statement in Trud** on the wages of miners may well 
have pertained only to underground workers, possibly only to 
those directly mining the coal. 

To make an estimate of the average wage in postwar years, 
we have to turn to the very indefinite Soviet concept of the wage 
fund. First it should be mentioned that according to an official 
interpretation, premiums out of special funds, which exist in cases 
prescribed by law, are not included in the wage fund of individual 
enterprises, which serves as the basis for determining their aver- 
age wage.” The so-called director’s fund is one of these special 
funds. All such payments from special funds are unlikely to 
raise the average measurably. 

It is to Bergson’s credit that he showed that the commonly 
reproduced Soviet data on the number of wage earners, the aver- 
age wage, and the total wage fund do not coincide.** For example, 
multiplication of the number of wage earners (31.2 million) and 
of the average wage as shown officially for 1940 (4,054 rubles) 
yields 126.5 billion rubles, while the total fund was given at 162 
billion rubles.** Thus total wages proper of the regular wage 
earners amounted to 78.6 percent of the total wage fund in 1940 
as announced officially. The quite substantial balance between 
those two sums of 35.5 billion rubles must have consisted pri- 
marily of payments (including cost of subsistence) to persons 
not classified as regular wage earners, such as the personnel in 
the armed forces, and later prisoners of war as well. That balance 
most likely included also the expenditures on the concentration 
camps. The premiums to regular workers out of special funds, 
not included in the wage funds of individual enterprises, may 
nevertheless form part of the total wage fund as announced. 

To make a further step in determining the average wages in 
postwar years, the total number of workers and employees is to 
be determined. The 1948 report of the Central Statistical Office 
(Moscow papers of January 20, 1949) stated that the 1948 num- 
ber was 10 percent above that of 1940. Since the previous prac- 
tice was to give for this item the yearly average, this is assumed to 


16 Trud (Moscow), Aug. 26, 1950. 

17 USSR Gosplan, Central Office of National-Economic Accounting, Dictionary-Handbook 
on Social-Economic Statistics (2d ed., Moscow, 1948), p. 400. 

18 Abram Bergson, “A Problem in Soviet Statistics,” Review of Economic Statistics, 
November 1947, XXIX, 23442. 

19 M. M. Lifits, Soviet Trade (Moscow, 1948), p. 52. 
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have been the case here. The 1940 figure was 31.2 million. Con- 
sequently the 1948 midyear figure was 34.3 million and since, 
according to the same report, there was an increase of 2 million 
from 1947, the 1947 midyear figure for the number of workers 
and employees was 32.3 million. The 1949 and 1950 reports 
(Moscow papers of January 18, 1950 and January 27, 1951) 
gave the increase in the number of workers and employees at 
1.8 million and 2.0 million respectively (the latter figure for the 
end of the year). Hence the midyear figures were approximately 
36.1 and 38.1 in 1949 and 1950 respectively. For the end of 
1950, the 1950 report had 39.2 million as the number of workers 
and employees. 

Lifits” made the following greatly contradictory statement: 
“In 1947 the wage fund of the workers and employees exceeded 
the prewar fund (1940) by 118 billion rubles, i.e., almost 50 per- 
cent.” Since the 1940 fund was 162 billion rubles according to 
the same source, an increase even by fully 50 percent would have 
amounted to only 81 billion rubles. In view of Molotov’s state- 
ment” that the 1948 fund was almost double that of 1940, only 
the 118 billion rubles in Lifits’ statement can be properly used as 
the difference between the 1947 and 1940 wage funds. Even this 
figure seems very suspicious because, with 162 billion as the 1940 
wage fund, it yields 280 billion rubles as the 1947 wage fund, 
i.e., exactly the Plan figure for this year.” However, we have no 
choice but to accept it as the fund actually expended, remember- 
ing that the findings are by no means certain. 

Since the already cited 1948 report of the Central Statistical 
Office indicates a 10 percent increase of the wage fund from 1947 
to 1948, the 1948 wage fund becomes 308 billion rubles or rather 
close to double the 1940 fund (remember Molotov’s statement). 

There seems to be no alternative but to assume that total wages 
proper, comparable with the prewar official figures, represented 
the same percentage of the total wage fund in 1947 and 1948 as 
in 1940. Then the total wages proper amounted to 220.1 and 
242.1 billion rubles in 1947 and 1948, and the average yearly 
wage was 6,813 and 7,056 rubles in 1947 and 1948 respectively. 


20 [bid., p. 115. : 
21 Here ped from the leader of the monthly Socialist Agriculture (Moscow), 1948, 


No. 11, p. 3. 
22 See the 1947 Plan in Moscow papers of March 1, 1947. 
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The 1947 report indicates an increase of the average wage of 18 
percent, and hence according to official data, the average wage 
was 5,774 rubles in 1946. Since there was a considerable rise of 
wages in connection with the great boost of prices of rationed con- 
sumers’ goods beginning September 16, 1946 and owing to the 
increase of wages in the East by 20 percent beginning September 
1, 1946, early in 1946 the average wage may have been only 
5,250 rubles,” while at the end of the same year it amounted to 
some 6,500 rubles. 

A figure of roughly 7,000 rubles for 1948, or 75 percent 
above the 1940 level, seems to make sense. It is quite possible 
that perhaps 20 percent of all wage earners were getting a wage 
double (more or less) that of prewar; this was offset by, say, 
25 percent of all the wage earners receiving only 50 percent more 
(practically only the two 1946 raises), with the increases in 
wages of the remaining 50—55 percent spreading between 50 and 
100 percent. 

There is.a final reason for caution in generalizing from the 
large wage increases of certain groups of workers. This is the 
doubt that there were enough consumers’ goods offered for sale 
to justify, say, a doubling of the average wage from 1940 to 1949. 

The 1949 and 1950 reports of the Central Statistical Office 
did not contain even such indefinite data on the total fund as were 
given in the 1947 and 1948 reports. This may be an indication 
that there were not even such small raises in average wage (less 
than 4 percent) as was claimed for 1948. In view of the rather 
drastic reductions in the prices of consumers’ goods in 1949-51, 
and considerable reduction in the prices of producers’ goods in 
1950, a severe policy of holding wages or even cutting them back 
slightly was probably pursued. The 1947 Plan, indeed, ordered 
the raising of obsolete and too low norms of performance. In the 
machine industry, repair factories, subsidiary enterprises, and 
subsidiary shops the performance norms were to rise by 20-25 
percent on the average (apparently all norms, not only the obso- 
lete and too low ones). This average rise was ordered also for 
the republican and local industries, but only for the obsolete and 
too low norms. Unfortunately nothing is known of the outcome 


23 This is slightly more than the estimate above, but there is no reason to worry about 
such small differences. 
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‘of the order. While it is impossible to appraise the effect of this 
sweeping measure on the average earnings of all wage earners, 
it may be taken as an indication of a strong policy at least to hold, 
if not to reduce, the average wage. Two- to three-percent rises in 
average wage of all wage earners per year in 1949 and 1950 seem 
not excluded nevertheless. 

Harry Schwartz™ follows the same procedure as that of the 
writer but arrives at moderately higher figures (6,000, 7,100, 
and 7,400 rubles in 1946, 1947, and 1948 respectively). The 
United States Department of State, Office of Intelligence Re- 
search,’® is very close to this writer’s figures with 6,000, 6,600, 
6,900, and 7,200 rubles in 1946 through 1949. The United 
States Department of Labor (personal information from Mr. 
Otto Reicher) has 4,800 rubles for 1946 before September 15, 
and 6,000 rubles for the remainder of the year, as well as for 
1947 and 1948; its estimate for both 1949 and 1950 is 6,000- 
7,200 rubles. 

Solomon Schwartz” occupies an isolated position with an 
estimate of only 5,140 rubles in 1949-51. Solomon Schwartz is 
certainly in the wrong. He assumes for the beginning of 1946 a 
wage level even lower than in 1940, in spite of the evidence of 
substantial wage raises for large groups of workers during the 
war. His estimate could have been made only in complete dis- 
regard of the highly inflationary situation during and immedi- 
ately after the war, which in no case could have left the wage sector 
untouched. His estimates for the latest years disagree with the 
evidence on output of consumers’ goods, retail turnover, and the 
large “voluntary” loans the government is able to issue. They 
make unexplainable the great increase of prices of producers’ 
goods in 1949. They just do not fit in the whole Soviet economy. 

Addition in proofs.—With complete and deliberate disregard 
of all work done on the wage level outside of the USSR, Alex- 
ander Baykov’s Bulletin of Social Economic Development (Bir- 
mingham, No. 6, June 1951, p. 21) came out with an estimate of 
the average yearly wage in 1950 of 9,555 rubles. G. B. Barker, 


24 Harry Schwartz, Russia’s Soviet Economy (New York, 1950), p. 640. 
25 U.S. Dept. State, Office of Intelligence Research, Soviet Prices and the Purchasing 


Power of the Ruble (mimeographed, Washington, 1950), Chart 1. : 
26 Solomon Schwartz, Socialist Courier [Russian] (New York), Feb. 20, 1950; and 


other publications. 
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the author, believes he has a basis for his estimate in the official 
announcement that in 1950 the total incomes of wage earners and 
peasants exceeded the 1940 level by 62 percent. It should be clear 
to any analyst that this claim is a brazen lie. Moreover, the claim 
does not, by far, imply as high a wage as 9,555 rubles per year, if 
the dubious mechanics are considered by which the fantastic 
claims with reference to consumption levels are attained in the 
USSR (see The Soviet Economy during the Plan Era, pp. 69-72). 
_ As indicated by the data in the table on page 23, nominal 
wages about doubled during the Ist Plan Period (1928-32), and 
again more than doubled during the 2d Plan Period (1932-37). 
As compared with this rate of increase, the rise by one-third dur- 
ing the three peaceful years of the 3d Plan Period (1938-40) 
was almost moderate. Taking into consideration the enormous 
prices of consumers’ goods in the free markets, the rise of average 
wages by some 35 percent during the war years 1941-45 must 
likewise be considered as extremely small. The figure for 1948 
in the tabulation is 10-fold the level at the start of the Plan era 
in 1928, and, if 1926-27 is used as the base, the rise was about 
11-fold.” 

The series of average wages here presented is in no way a 
substitute for an analysis of the trend in wages. The proportion 
of low-paid labor engaged in forest work in the total labor force 
probably declined considerably during the Plan era, and this 
implies, of course, that the average wage was raised above the 
level of each individual group. The proportion of women, on 
the other hand, increased considerably, with probably the oppo- 
site effect on the average wage. All this needs careful attention 
which cannot be given here. 


CONSUMERS’ GOODS 


At about the time the 1st Plan was inaugurated in 1928, some 
producers’ goods, such as coal and coke, were sold to the metal- 
lurgical enterprises at lower prices than to other users. On the 
other hand, building materials were sold at lower prices on the 


27 To base the analysis on prices and wages of 1926-27 rather than 1927-28 has the disad- 
vantage of exaggerating the increase in wages relative to prices of consumers’ goods during the 
Plan era. Wages increased by 9.1 percent from 1926-27 to 1927-28, while the cost-of-living 
index declined by 1.3 percent; see USSR Gosplan, Control Figures of the National Economy 
USSR for 1929-30 (Moscow, 1930), p. 578. Thus, real wages were 10.5 percent higher in 
1927-28 than in 1926-27. 
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“broad market” than to the state building organizations. In any 
case, for a few years in the early part of the Plan era the govern- 
ment continued to feel it its duty to assure the population of bread 
and a few other necessities at low, mostly even unchanged, prices. 
In view of the rapidly advancing inflation, including a large in- 
crease in nominal wages, the prices soon became very low prices.”® 

A change came early in 1932. Even the cheapest grade of rye 
bread went up more than 50 percent in one sweep, effective Febru- 
ary 1, 1932. The prices of all the principal foods in regular gov- 
ernment and co-operative trade became perhaps double those of 
1928. These increases, it is true, merely restored the relationship 
between wages and the prices of consumers’ goods which had pre- 
vailed in 1928. The new prices of consumers’ goods were indeed 
still low, considering the disastrous situation on the food market 
brought about by the compulsory collectivization of peasant 
farming. 

But the 1932 price boost of rationed food was only a begin- 
ning. In 1933 the bread price was doubled; and in 1934 the 
doubling was repeated. By that year the bread price had been 
raised to a level more than 6-fold that of 1928. Wages were then 
only about 2.5-fold this level. Thereafter, the Soviets never 
wavered in the new policy of superhigh prices for consumers’ 
goods, relative to nominal wages, relative to the prices of pro- 
ducers’ goods, indeed relative to the prices of everything else. 

Moreover, in the early ’thirties, the government covered only 
part of the demand for the most basic necessities at the stated 
prices, and failed to provide anything in other goods at compa- 
rable prices. The distribution through government and co-opera- 
tive channels had indeed been on rations from as early as 1930; 
a start with rationing had been made in 1929. The situation was 
so serious that the government was also compelled, first, to suffer 
private markets, and, after 1932, to legalize and even encourage 
them. In these markets, food and other farm products were sold 
by the producers at free prices many times higher than the prices 
charged for rations by the state and co-operative trade. These 
markets came to be known as the kolkhoz markets. The situation 
in them was similar to that observable in most countries during 


28For food prices in 1928-31, see Central Office of National-Economic Accounting, 
National Economy USSR: Statistical Handbook, 1932 (Moscow, 1932), pp. 348-49. But the 
Moscow price of 8 kopeks for common rye bread is used in this study for all those years. 
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the recent war—with the difference that the place of the familiar 
black and gray markets was taken in the USSR by a legalized 
institution.”” Another peculiarity of the free-market prices of 
those years was that the spread between the prices for rations and 
those on the free markets reached magnitudes rarely observed in 
other countries even during wars. 

Soon the state became greedy for the high “profits” made in 
the kolkhoz markets. In 1933, the operations of the state “com- 
mercial” stores, which had existed since 1929, were expanded to 
include food products. While providing a subminimum supply 
on rations at the described prices in its regular stores as well as 
in co-operative stores, the government began to sell additional 
quantities of the same goods, and other better goods, in these’ 
“commercial” stores at very much higher prices—prices more 
or less in line with those in kolkhoz markets. In April 1933, the 
government charged in its “commercial” stores 15 rubles per 
kilogram of sugar (1928 price, 64 kopeks, and 1933 price for 
rations, 1 .25—2.50 rubles) ; 35 rubles per kilogram of vegetable 
oil (1928 price, 49 kopeks) ; and 2.50 rubles per kilogram of 
rye bread (1928 price, 8 kopeks, and 1933 price for rations, 
12.5-25.0 kopeks).*° The remarkable picture emerged of the 
Soviet state’s having taken over the function of black marketeers 
and of performing it with great efficiency, so far as direct profits 
are concerned. 

Actually there were not merely two different prices, as on 
rationed and unrationed products in government stores, or three 
prices if the kolkhoz markets are considered, but many more. 
Several categories of consumers were granted varying discounts 
in government “commercial” stores, and there were also special 
government stores making sales for payment in gold or jewelry. 
According to Turetskii, there existed up to 10 different price 
schedules for identical items in government “commercial” 
stores.” As if this were not enough, restricted canteens and co- 


29 This permitted the Communists to insist during the recent war that the USSR was 
the only belligerent country without a black market. Many an American was caught by this 
trick. 

30 Prices for 1933 from G. Y. Neiman, Internal Trade of USSR (Moscow, 1935), p. 293; 
the 1928 prices for the co-operative trade and 1933 prices for rations from S. N. Prokopovicz, 
Russlands Volkswirtschaft unter den Sowjets (Ziirich and New York, 1944), p. 305; and 
National Economy USSR: Statistical Handbook, 1932, pp. 348-49. 


31 Turetskii, op. cit., p. 310. 
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operative stores in individual factories, selling at varying prices, 
were permitted and began to mushroom rapidly. 

While the state “commercial” stores returned substantial 
profits, such a system of distribution could not fail to affect labor 
productivity greatly by reducing the importance of the cash 
wages, by promoting dishonesty, and the like. An improvement 
in agricultural output from the disastrous level of the early 
thirties, as well as a certain increase in the output of consumers’ 
goods from nonfarm products, permitted the discontinuance of 
rationing and of “commercial” stores in 1935. Grain products 
were derationed on January 1, 1935; rationing of meat, fish, 
sugar, fat, and potatoes was discontinued on October 1, 1935. 
Since supplies continued very low, derationing could have oc- 
curred only on the basis of high prices. While the new prices in 
_ the regular government stores were far below the previous prices 
in government “commercial” stores, the solidification of the two 
previous price levels into one occurred at a point very high rela- 
tive to the prices of the same goods in 1926-27 or 1928, to 
existing wages, and especially to the existing prices of producers’ 
goods. The new uniform price of black bread in government and 
co-operative stores, for example, was 100 kopeks per kilogram 
as against 8 kopeks in 1926-27 and 1928. Even when it was 
reduced to 85 kopeks, effective October 1, 1935,” it remained 
at a level fully 10-fold that of the pre-Plan era. 

The kolkhoz markets continued to exist after 1935. No sys- 
tematic data on the prices in those markets were, unfortunately, 
ever released, though the Soviets have the data. While after aboli- 
tion of rationing kolkhoz-market prices probably were higher on 
the average than those of the state and co-operative trade, the 
difference could not have been large, at least by Soviet standards, 
so long as the state had something to sell. The beginning of war 
outside of the USSR in 1939 and the start of government, and 
probably private, hoarding again plunged the country into a state 
of empty shelves in government and co-operative trade on a broad 
scale and much higher prices in the kolkhoz markets. 

The first war acts with reference to the prices of consumers’ 
goods occurred before the Union entered the war. Indeed, price 


32 In The Socialized Agriculture of the USSR (Food Research Institute, Stanford, 1949), 
on page 760, I erroneously stated that the bread prices effective January 1, 1935 remained in 
force for several years. 
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rises started as early as January 24, 1940 (sugar, meat, pota- 
toes). The meat price was soon raised again and butter accom- 
panied it this time. On July 15, the prices of textiles and shoes 
went up drastically. The prices of certain important grain prod- 
ucts followed after October 22, 1940 (those of some other grain 
products seem to have been raised earlier), the price of common 
rye bread again becoming equivalent to 100 kopeks per kilogram. 
The principal price rises during the year amounted to: common 
bread, 18 percent; beef, over 50 percent; butter and sugar, 33 
percent; potatoes, 80 percent; and textiles and shoes around 100 
percent. Having raised the prices of consumers’ goods quite sub- 
stantially in advance of hostilities, Soviet potentates later could 
brag of unchanged prices of consumers’ goods during the war.” 

Rationing was restored soon after the USSR entered into war 
with Germany, and prices in kolkhoz markets soared to fantastic 
levels. Rye bread is reported to have been sold at as high as 300 
rubles per kilogram; this, perhaps, only on occasion.** In 1944 the 
state “commercial” stores were likewise revived. With the con- 
tinued advance of nominal wages, rationed food became rela- 
tively less expensive. But the principal feature of the new price 
system was preserved: the prices even of rationed food remained 
very high relative to wages and especially to the prices of pro- 
ducers’ goods. 

Effective September 16, 1946 prices of rationed consumers’ 
goods were raised by percentages up to 240.*° Intensifying the 
practice in pre-Plan times, common rye bread was the commodity 
boosted most strongly in price. Its price reached a level more 
than 40-fold that of 1928, although wages were little more than 
9-fold that level. The price raising occurred in anticipation of 
abolition of rationing, but this was postponed for more than a 
year. Kolkhoz markets and state “commercial” stores continued 
to do a booming business, so far as prices are concerned. , , 


83 See for example Voznesenskii, op. cit., p. 128. 

84 According to Voznesenskii (op. cit., p. 129), the prices of crop products were 12.6 
times as high in 1943 as in 1940 and the prices of animal products 13.2 times as high, but 
the statement was not substantiated with any evidence and the price rises are likely to have 
been much greater than this. In any case, it at least related the war prices to those of 
December 31, 1940, rather than to the average prices of the whole year, or, the most proper 
procedure, to those of January 1, 1940. 

35]. B. Kravis and Joseph Mintzes, “Soviet Union: Trends in Prices, Rations, and 
Wages,” Monthly Labor Review (U.S. Dept. Labor), July 1947, LXV, 5. 
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To give an idea of the immense margins between the prices in 
kolkhoz markets and those paid by the state on obligatory de- — 
liveries, the illuminating relationships between these prices are 
presented below. They are calculated from prices used by an 
official author in his calculations of tax payments by a sample 
kolkhoz. He designated his data as arbitrary, but they could have 
been so only to the extent that they were rounded to simplify 
calculations. The prices received by the kolkhozy for obligatory 
deliveries could not have been understated and the prices real- 
ized in kolkhoz markets could not be overstated, with the political 
situation as it is in the USSR. The book was published in 1948, 
and the prices are probably those of 1947, shortly before aboli- 
tion of rationing. 


\ 


Prices In KoLtKHoz MarKETs AS MULTIPLES OF Prices PAID 
ON OBLIGATORY DELIVERIES AND KONTRAKTATSIYA* 


Item Multiple Item Multiple 
IPOESLO CSc wis elec aie 43 Beets 3a cere soem ns 20 
@abbagey.c<asmee 21 Applesan..e acess 2 10 
Cucumbers ........ 33 Miler eee rea 20 
Carrots sense es 38 Buttermere ccc 15 


* Computed from data (given below, p. 52) in V. S. Dankov, On Income 
Tax on Kolkhozy (Moscow, 1948), various pages. Dankov also gives data (not 
reproduced here) on the distributions by the kolkhoz to its kolkhozniki. Al- 
though representing only a sample, these figures, coming from so authoritative 
a source, are an amazing manifestation of exploitation of the kolkhoz peasants 
and their starvation incomes. 


Rationing, along with the state “commercial” stores, was 
discontinued, effective December 16, 1947. The former greatly 
enhanced prices of rations, with moderate reductions (common 
rye bread 3 rather than 3.40 rubles per kilogram) ,** became the 
uniform prices of state and co-operative trade. 

Two further major cuts in the prices of consumers’ goods, 
effective March 1, 1949 and March 1, 1950, following a minor 
one effective April 1, 1948, occurred after derationing. In the 
aggregate, they were very substantial.*’ The price of common 
rye bread in Moscow became 2.70 rubles on March 1, 1949 and 


36 The price in Zone 2, which includes inter alia Moscow and Moscow oblast. 
37 After this was written, a further curtailment was ordered effective March 1, 1951. 
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2.00 rubles on March 1, 1950. However, even after all these 
reductions the bread price in Moscow was 135 percent above the 
level of January 1, 1940 and 25-fold that in 1928. 

The kolkhoz markets continued to operate after the abolition 
of rationing in 1947—as was true after October 1, 1935 and in 
subsequent years. Since the end of 1946, the co-operatives have 
been permitted to purchase farm products from the producers at 
free prices for resale to consumers, but not to charge higher prices 
for the purchased goods than those in state stores. 


PRODUCERS’ GOODS” 


Four major stages can be distinguished in the development 
of prices of producers’ goods during the Plan era. The period up 
to April 1, 1936 first displayed slightly declining and then largely 
unchanged prices, so that producers’ goods, once far more expen- 
sive than consumers’ goods, became far cheaper. On January I, 
1935, when a retail price of rye bread 12 .5-fold that of 1926-27 
was established and wages were almost 3.5-fold their 1926-27 
level, the prices of coal and especially of steel were still below 
that level. The price development of basic chemicals was similar 
to that of coal and steel, as was that of timber, lumber, cement, 
and many other materials. Freight rates remained practically 
unchanged. Newly introduced machinery and locally produced 
building materials were the only producers’ goods with prices in 
1932 and 1935 above those in 1926-27. While prices of some 
machines were very high, none probably was as high (relatively) 
as even the rationed food. The rise in prices of local building 
materials, the nonprevention of which the Soviets regarded as a 
great failure at that time, was trifling as compared with the in- 
crease in food prices. 

The high prices involved in new investment had been deplored 
for a long time. Hence, when the prices of consumers’ goods 
started to run away, the development was not undesirable for the 
Soviets. Merely by holding the prices of producers’ goods it was 
possible to create a price pattern much better adapted to the drive 
for all-out industrialization than the pre-Plan pattern. 


38 Order of November 9, 1946, here quoted from Socialist Agriculture, Nov. 15, 1946. 


39 The .writer’s forthcoming Soviet Prices of Producers’ Goods deals in greater detail 
with the trend of prices of producers’ goods. 
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April 1, 1936 started the second stage in the development of 
prices of producers’ goods. The prices of coal and steel were 
raised to about double their 1926-27 level. The price increases 
were somewhat less in nonferrous metals, chemicals, and build- 
ing materials, but somewhat larger in products from wood, and 
still greater (about 3-fold, tax-free basis) in producers’ goods 
from farm products. The evidence pertaining to machinery (see 
Soviet Prices of Producers’ Goods, chapter ix) is uncertain, but 
it indicates a rise in prices of only 30 percent from the greatly 
overpriced level in 1926-27 to 1936. Freight rates (actually the 
weighted average per-kilometer charge) were raised in 1936 to 
about 65 percent above the 1926-27 level. 

By 1937 the prices of all producers’ goods (tax-free basis) *° 
were about 75 percent above 1926-27, while the prices of all con- 
sumers’ goods were more than 8-fold, and wages not quite 5-fold, 
the 1926-27 level. Thus the policy of undervaluing producers’ 
goods was preserved, but the margins between the prices of these 
goods and those of consumers’ goods and wages were narrowed. 

The revisions of prices of producers’ goods in 1939 and 1940 
brought all of them to a level about 150-175 percent above 
1926-27. Freight rates were raised to about 2.5-fold this level. 

The prices of consumers’ goods rose considerably less than 
producers’ goods in 1936-39 (the 1940 increases in the prices of 
consumers’ goods made in anticipation of war belong in the third 
stage of price development, namely, that of war and postwar 
years), and the margin between the prices of producers’ and 
consumers’ goods was narrowed still more though remaining very 
large. Wages rose from 1936 to 1939 by about 50 percent, and 
the price increases of producers’ goods in 1939-40 were in the 
first place intended to make up for this rise. 

The third stage in the development of prices of producers’ 
goods, which lasted from 1940 until the end of 1948, was one of 
retracing the road already passed, because of the inability to un- 
dertake an upward revision of the prices of producers’ goods 
under the prevailing disturbed conditions. The prices of coal, 
steel, and many other producers’ goods remained unchanged all 


40 Actually, taxes proportionate to those which existed before the Plan era are left in. 


Only the high additions of later years are eliminated. ; 
"4 Thentee of only a few producers’ goods, mainly tin, were raised in preparation 


for war. 
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through those years, although wages were increasing continuously 
and the ruble was generally losing value. The prices of all pro- 
ducers’ goods (tax-free basis) are assumed to have been in. 1945 
3-fold their 1926-27 level, and the increases in the next three 
years were insignificant (Soviet Prices of Producers’ Goods, 
chapter i). Average freight rates were raised moderately during 
the war by abolishing special reduced rates, but the previous 
status was restored after its end. The disparity between the prices 
of producers’ goods and freight rates on the one hand and the 
prices of consumers’ goods on the other became especially pro- 
nounced when, effective September 16, 1946, prices of rationed 
consumers’ goods were boosted greatly. In 1948 the steel and 
coal prices were still about 3-fold their 1926-27 level and freight 
rates only 2.5-fold, whereas bread cost 37.5 times more and 
wages were about 11 times as high as in 1926-27. 

Effective January 1, 1949, the prices of practically all pro- 
ducers’ goods were in one thrust raised to a level at least double 
that which existed before.” For many important commodities, 
the rise in prices was greater than it had been during the whole 
preceding period of the Plan era.** The price of coal from the 
Donetz Basin, the principal coal area, was lifted 232 percent, and 
that of common steel about 175 percent. 

The price changes of producers’ goods, effective January 1, 
1949, and of consumers’ goods, effective March 1, 1949, fully 
restored the relationship between the coal and steel prices on the 
one hand and bread prices on the other which had existed from 
January 1, 1940 to October 22, 1940. However, the price raise 
of producers’ goods, effective January 1, 1949, fundamentally 
changed the relationship of the prices of industrial raw materials 
to nominal wages. If the data in the table on page 23 are roughly 
correct, wages did not quite double after February 1, 1939, and 
the increase of coal and steel prices by 232 and 175 percent re- 
spectively, in 1949, created an entirely new relationship between 
wages and the prices of coal and steel. With 1928 as the base, 


42 Prices remained unchanged only on those goods (mainly most kinds of motor fuel) 
for which special reasons existed. 

43 In spite of this, the officially prescribed reference to the sweeping price boost of 
1949 is to a “certain” increase. Thus far Soviet writers cling to the terminology. P. Vladi- 
mirov, for example, referred to it as “‘a certain increase since January 1,” in “For Profitable 
Operation of Enterprises,” Questions of Economics, 1948, No. 8, p. 31. 
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the increase in coal prices exceeded that of wages. There is no 
end to the boasts of the high degree of mechanization reached in 
coal mining.“ The greater the progress in this during the Plan 
era the less justified appears the 1949 price of coal. The 1949 
level of steel prices was not as high as that of wages relative to 
1928, but the relationship between steel prices and wages was 
restored to the level of such a distant year as 1930. 

The new and much higher position of the coal price relative to 
the steel price was probably due to the relatively higher produc- 
tion costs, caused by the still high proportion of labor in the total 
production costs of coal. The policy of keeping coal prices rela- 
tively higher than steel prices had indeed been embarked upon 
as early as 1939. But even the new steel prices were high relative 
to the prices of products produced from it. The policy of assur- 
ing industry of very cheap raw materials of industrial origin, 
mainly coal and steel, pursued in the early years of the Plan era 
and proclaimed as subject to elimination in 1936, seems to have 
been not only ultimately abandoned but indeed reversed. In 
1931-35 the price indexes of all producers’ goods (1926-27 
= 100) were quite substantially above those of steel and coal. 
From April 1, 1936 through 1948, the indexes of coal and steel 
prices ran about parallel to those of all producers’ goods. In 
1949, coal became much more expensive than all producers’ 
goods (tax-free basis), and even steel prices seem to have become 
relatively higher.** The change was even more pronounced if the 
course of coal and steel prices is compared specifically with that 
of machinery prices. 

Unfortunately, only scattered data are available on the reduc- 
tions in prices of producers’ goods effective January 1, 1950 and 
July 1, 1950, but they are more than adequate for the conclusion 
that the 1949 price raise was a blunder. The prices of machinery, 
after having been raised by 30-35 percent in 1949, were restored 
to the 1948 level on January 1, 1950; six months later they were 
lowered still more—to a level little more than 90 percent of that 
in 1948. Because they are of particular interest, the official co- 
efficients for recalculating machinery prices for use in estimates 
of construction projects in recent years are here reproduced. The 


44 See for example the leader in Planned Economy, 1950, No. 6, P. Ee 
45 Jasny, Soviet Prices of Producers’ Goods, table in chapter i. 
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data show the rough average multiplier from the price of one year 
or shorter period to that of another year or period: 


From 1945 prices to 1949 prices .........-+eeeeeeeeees 1.35-1.40 
From 1949 prices to prices in Ist half of 1950 .......... 0.74 
From 1945 prices to prices in Ist half of 1950 .......... 1.03 
From prices in Ist half of 1950 to prices in 2d half of 1950. 0.92 
From 1945 prices to prices in 2d half of 1950 ........... 0.95 


Based on Collection of Principal Materials and Consultations on Construction, 
1950, No. 6, pp. 27-30, and No. 9, p. 7. 


After all the more or less drastic changes, they finished up 
in the second half of 1950 with prices 5 percent below those of 
1945. While the ultimate result of the price reductions of the 
other producers’ goods was not so peculiar as for machinery, the 
cuts in prices in 1950 were greatly in excess of the reductions in 
production costs attainable during one year. Actually, all or, in 
any case, most of the price reductions were made in view of the 
great excessiveness of the 1949 raisés. 

One feature of the 1950 price revisions that greatly surprised 
the present writer was the fact that the price of coal was left at the 
high level established in 1949—about 11-fold that of 1926-27." 
The prices of all or, at least, most other producers’ goods were 
reduced, effective January 1, 1950 or July 1, 1950 or, in some 
cases, on both dates. Maizenberg gave more or less exact data on 
percentage reductions only for the following items: 


Pig ATOM Westen tecousie penis yard sucts tenets eieneks teed xccon ntact ear ae 20 
Gommon isteelc. ac rccnlsus ices scuste tata isen teeenke ol ane ear nates imei 37-47 
Tron and steel pipes and gas containers...............-- 15-50 
Timber: <2 0 ows 5 scat cess Ge 0 ele 6 © careers etetnie eh sbarcrenertepeierete 10 
Products of the chemical and rubber industries.......... over 20 
Cement Sac s a cs oes ae eRe chace Steere Molere ede eke rete teens 20 
Gasoline sd. vs ucts Hocce ercctaiel wae tice cee Cre enero tnetenere 20 


Data from Maizenberg, ‘‘The System of Wholesale Prices and the Strength- 
ening of Khozraschet,”’ Planned Economy, 1950, No. 6, p. 59. 


With these reductions, the price increases of certain grades of 
steel over 1926-27 became considerably less than half of that 
for coal. A cut of as much as 47 percent in the price of any steel 
(the figure probably applied to construction steel), in peacetime, 
is anything but good planning. Maizenberg did not include kero- 

46 Maizenberg, op. cit., p. 61. The coal price of the Moscow Basin was, however, 


reduced no less than 25 percent, effective January 1, 1950. As if this were not enough, the 
railway freight rate on this coal was cut in half (ibid.). 
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sene among the items reduced. If its price (as motor fuel) was 
not cut while that of gasoline was, the relationship between the 
two was again changed to the disadvantage of agriculture, which 
uses a great deal of kerosene but little gasoline. Many more such 
discrepancies were apparently brought about by the revisions of 
the prices of producers’ goods in 1950. 

These observations on the price discrepancies among indi- 
vidual producers’ goods show clearly that, if Soviet planning is 
improving, this is a very slow process. Although the Soviets would 
like very much to base the distribution of goods not only on allo- 
cation (allocation is almost the exclusive means for distributing 

producers’ goods and plays a great role also in wholesale dis- 
tribution of consumers’ goods), but on a well tied-in price system, 
they have accomplished little in this respect. However, the effect 
of this shortcoming, which would have destroyed a private econ- 
omy, has been far less damaging under Soviet conditions. 


DISTINCTION BETWEEN PRODUCERS AND CONSUMERS’ GOODS 


The two features of the Soviet price system dealt with in this 
and the following section may be of less importance than those 
already discussed, but they cannot be ignored if a rounded pic- 
ture is to be given. 

The demarcation line between producers’ goods and con- 
sumers’ goods seems not to be uniform so far as prices set for 
the various commodities are concerned. Food and, apparently, 
certain nonfood items are sold at the usual high prices of con- 
sumers’ goods even, for example, to factory canteens.*’ But the 
same factories buy “occupational” clothing at prices much lower 
than those for clothing in the “broad market.” (It is to be assumed 
that little clothing of this type is sold to private persons. ) 

A long list of prices of occupational clothing, effective Janu- 
ary 1, 1941, is available. The prices were established at various 
dates from December 22, 1936 to July 5, 1940,* and this obvi- 
ously affected their level. There is apparently no doubt that occu- 

47 The only privilege these canteens enjoy with reference to turnover taxes is apparently 
that they do not pay taxes on their own processing. 


48 Leningrad-Oblast Planning Commission, Reference Book of Prices of Building Mate- 
rials, Equipment, and Transport, No. 34 (Leningrad, 1941), pp. 434-45. 


49 [bid., pp. 631-32. 
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pational clothing was, in general, substantially cheaper than 
comparable civilian goods, though comparison of the prices of 
occupational clothing with the known prices of consumers’ goods 
is made difficult by differences in the goods. Only in exceptional 
cases can the lower prices of occupational clothing be ascribed to 
the smaller trade margin. The cheapening of occupational cloth- 
ing was probably attained primarily by reducing turnover taxes. 
The fact that the prices were approved over a period of 3-5 years, 
a period, moreover, when the levying of turnover taxes had passed 
the experimental stage, would suggest that the lower prices of 
occupational clothing have become a permanent institution. How- 
ever, it is not known whether the system is still in force.” 

Let us make a few comparisons. The cited list of occupational 
clothing included a cheap kind of cotton jacket without lining at 
17.50 rubles and a similar suit at 34 rubles; a jacket of tarpaulin 
cost 25-36 rubles. All these prices were approved on January 5, 
1939. They were very low compared with 3.50 rubles per meter 
of calico, 7.50 rubles per meter of satinette, or 65 rubles for a 
man’s cotton shirt, reported from Moscow as effective on July 1, 
1939." A kind of woolen work suit was listed at 74 rubles among 
other occcupational clothing, likewise approved on January 1, 
1939. However primitive the suit may have been, its price was 
very low as compared with the price of 150 rubles for a woolen 
sweater or 210 rubles per meter of light woolen cloth that the 
general population had to pay at that time. 

Similarly, the prices of leather work shoes established on 
July 5, 1940, i.e., simultaneously with the new high prices of 
civilian shoes, seem to have been no more than half the prices of 
the latter. However, the price of ordinary rubbers in the list of 
occupational clothing seems to have been below the price of the 
ordinary civilian rubbers only by the difference in the trade mar- 
gin—probably because it was impossible to differentiate the two 
types of goods. But the occupational-clothing list included’ rubber 
boots for miners and similar workers at 24 rubles, while the pri- 
vate consumer had to pay 25 rubles for the usual galoshes. 

The prices of building materials are low when those goods 


50 A possible indication that this preference was abolished is the fact that the 1947 
edition (No. 35) of the reference book cited above contains no list of prices of occupational 
clothing. 

51 Monthly Labor Review (U.S. Dept. Labor), November 1939, XLIX, 1278. 
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are sold to state enterprises and high when sold on the “broad 
market,” although the goods can only be used as producers’ goods 
by all kinds of consumers. Below is a comparison of certain prices 
in effect on January 1, 1941 (in rubles) : 


Wholesale prices Retail prices . 
Item to state on the 
enterprises “broad market” 

Nails, common (per kilogram)........... 0.59 6.00 
Nails, roofing (per kilogram)........... 0.65-0.675 8.00-8.50 
Cement (per kilogram) ................ 0.08 0.40-0.45 
Bricks: (per 1.000. units) oc os ¢40.cecneee ne 128.00 200 .00-—230.00 
Par paper.( per roll jo. cen cs once ve oak 9.50-11.50 23.00-28.00 
Roofing sheet iron, 3d grade (per kilogram) 0.65-0.80 1.90-2.35 


Data from Reference Book of Prices of Building Materials, Equipment and Transport, 
No. 34, pp. 12, 13, 20, 101, 115, 116, 458-61. 


Thus, occupational clothing is treated as producers’ goods, 
while building materials sold to the population are treated as con- 
sumers’ goods. But food commands high prices from all buyers. 


THE SCATTER 


As we have seen, the development of prices since 1926-27 
presents a fanlike appearance (see chart, p. 17). Although there 
are two centers around which the prices of most goods cluster, 
and the two centers stand out prominently, exceptions are note- 
worthy with reference to prices both of producers’ and of con- 
sumers’ goods. When the Soviet government wants to encourage 
or discourage utilization of a certain goods, it does not bother with 
“trifling” measures which under the same conditions may be re- 
garded as acceptable in the capitalist world; instead, it alters the 
price drastically. Absence of an interest charge on the fixed capi- 
tal and on most of the variable (working) capital in the USSR, and 
only a moderate charge for the use of oil land (see p. 69), made 
petroleum products cheap relative to other fuels. In the early 
years after the Revolution, the government was satisfied to set the 
prices of these products so that they yielded a good profit, while 
coal was a losing enterprise. Later, the idea occurred to those in 
power that according to the Marxist theory only the “absolute” and 
not the differential land rent was a specifically bourgeois phe- 
nomenon. Inactual practice they went far beyond any differential 


44 THE SOVIET PRICE SYSTEM 


rent, in one sweep jumping the price of kerosene, the principal 
motor fuel in the USSR, by about 1,000 percent.” 

Very high prices are in force on varnish also.** Other ex- 
amples of departures from the low center of prices of producers’ 
goods, although relatively moderate ones, can be observed with 
reference to certain goods processed from agricultural products, 
such as sacks and rope. The higher prices for these goods re- 
sulted from the relatively high prices the state had to pay to farm 
producers for the raw materials (see pp. 49-50). But the great 
shortage of some materials, such as hemp and leather, also made 
it advisable to discourage by higher prices the use of goods made 
from these materials. 

With reference to consumers’ goods the former policy of pre- 
Plan and early Plan years, of insuring the consumers of a few 
necessities at reasonable prices, was completely reversed. Not 
only did all consumers’ goods become very expensive, but 
products of the grimmest necessity became relatively the most 
expensive. The prices of all grain products were made higher 
than the weighted prices of all consumers’ goods, and the price of 
the cheapest bread (common rye) became relatively the highest. 
Vegetable oil, the cheapest form of fat, increased in price more 
than any other commodity, and salted herring, the cheapest form 
of animal protein, also is among goods with the greatest price 
rises. In the case of salt, the price was raised considerably more 
for the less expensive product in bulk than for that in packages. 

Clearly reflected in the policy with reference to prices of con- 
sumers’ goods is the desire to discourage consumption of goods 
processed from farm products more than consumption of goods 
made of other materials, notably steel. In any case automobiles, 
accessible to very few in the Soviet Union, are relatively the 
cheapest consumers’ goods there. In mid-1948, the equivalent of 
the car “Moskvich” was 310 pounds of butter, while in the 
United States a somewhat better car was worth about as much as 


52 Order of June 29, 1933; see Jasny, The Socialized Agriculture of the USSR, p. 464. 
The price of gasoline, already rather heavily taxed, was raised more than 3-fold on this 
occasion. 

53 The reason must lie in the scarcity of fat. It may have been desired to discourage 
the use of genuine varnish for technical purposes, owing to the great shortage of all kinds 
of fat for human consumption. But the high price on varnish may have been established 
also in order to prevent use of its fat content for food, all food fats being priced very high. 

54 The car cost 9,000 rubles; butter was 62-66 rubles per kilogram depending on the 
region. 
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1,750 pounds of butter.°° Phonographs, radio sets, and similar 
goods also were cheap as compared with items of the most pri- 
mary necessity. 

Thus the departures of the prices from their base in 1926-27 
are wide even within each of the two groups of goods, and there - 
is some overlapping of the prices of goods in one group with those 
in the other group. The chart on page 17 does not clearly reveal 
all these things, owing to the absence of prices for many goods. 


55 The ‘“‘Moskvich” was apparently copied from the German “Opel,” a very light car. 
The price of the British “Austin” was used for the comparison. 
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CURRENT PRICES: FARM PRICES; OTHER TOPICS 


FARM PRICES 


The Soviet policy concerning prices paid to the producers of 
farm products reminds one of a rather common situation ob- 
served during wars: agricultural producers are obligated to de- 
liver all or part of their marketable produce to the government 
at fixed and relatively low prices, and they sell the remainder, if 
any, on black or gray markets at much higher prices. The Soviet 
system of farm prices is similar but with important peculiarities: 
the multiplicity of prices is permanent rather than temporary; 
there are three rather than two sets of prices; the obligatory 
deliveries are not fully based on available marketable surpluses 
in the hands of producers; the place of the black or gray markets 
is taken by a fully legalized institution; the difference between 
the two principal sets of prices, even in peacetime, far exceeds the 
spread observed in many other countries during wars. 


TECHNIQUES 


The state takes from the farm producers’ part or all of their 
output of a certain product as obligatory deliveries or as deliveries 
on the likewise obligatory kontraktatsiya; the technical differ- 
ences between them are irrelevant here.” The remuneration varies 
from token prices to prices more or less in line with wages; some 
of the prices may be even relatively higher than the wage level, 
especially at the time of establishment.’ Simultaneously the pro- 


1 The farm producers discussed here do not include the sovkhozy (state farms). These 
farms deliver all of their surpluses to the state but receive higher prices than*the other 
producers. Moreover, the sovkhozy are state institutions, and the state has to shoulder their 
costs in one way or another. 


2 Kontraktatsiya is the compulsory signing of an advance contract to deliver to the state 
after harvest the amount of produce specified by the state plan at prices set by the state. In 
a similar way contracts for delivery of offspring of livestock are made. Kontraktatsiya 
is discussed in Jasny, The Socialized Agriculture of the USSR, pp. 722-23. 

3 The prices paid by the government for the deliveries are changed only at great inter- 
vals; some, as for example those of the all-important grain, have remained practically un- 
changed since 1928-29, while wages rose steadily up to the most recent years. 
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ducers receive in the kolkhoz markets prices on the whole even 
higher than the high consumers’ prices in government stores (see 
p. 33). The third type of transaction, intermediate as to price 
between obligatory deliveries or kontraktatsiya and the kolkhoz 
markets, is the so-called purchases of the government.’ The prices 
paid on these purchases vary greatly, from only a little higher to 
much higher than those paid on obligatory deliveries and kon- 
traktatsiya. The sales are supposed to be voluntary, but fre- 
quently the volition is of the Soviet pattern. The fact that the 
sellers are offered such inducements as permission to purchase 
limited amounts of goods not otherwise obtainable does not essen- 
tially alter the frequently compulsory nature of the sales. 

Only producers, i.e., kolkhozy, kolkhozniki, individual peas- 
ants, workers, and employees, are permitted to sell in the kolkhoz 
markets. Private traders are forbidden.’ Sales are at free prices 
(officially “‘at prices as they form in the market”). Transactions 
are limited to the sellers’ own produce; in the case of the kol- 
khozniki, this includes the produce received by them from their 
kolkhozy as payment in kind. Sales are supposed to take place 
in special markets designated as kolkhoz markets, but sales in 
the villages, including the homes of the sellers, have the same 
status; the peasants even deliver milk to the homes of consumers. 
For years nobody but the actual consumer was allowed to buy in 
the kolkhoz markets. An order of November 9, 1946, however, 
permitted consumers’ co-operatives to buy from the producers— 
apparently also in kolkhoz markets—at free prices, with the 
limitation that their selling prices must not be any higher than 
those in state “commercial” stores.° Producers’ returns from the 
sales to co-operatives are likely to be even higher than from the 
sales directly to consumers, because the co-operatives can ship 
from low-price to high-price areas, an opportunity of which the 
producers can directly avail themselves only to a negligible 


4 For many years prior to 1949, still another form of procurements had existed—the 
so-called decentralized procurements of various government agencies for their own needs, at 
prices the upper limit of which was established by the government. The setup of the decen- 
tralized procurements did not differ substantially from that of government purchases. 
F. Ya. Oblovatskii (Economics and Planning of Soviet Trade, Moscow, 1949, p. 108) still 
mentioned them. But according to N. P. Titelbaum (Statistics of Socialized Feeding, Moscow, 
1949, p. 91), they were abolished in 1948. Oblovatskii’s book is the more recent. 

5 The law also prohibits sales by “‘kulaks,” but these have long since disappeared. 

6 After the abolition of ‘“‘commercial”’ stores late in 1947, their place in the meaning of 
the law was apparently taken by the regular state stores. 
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extent. Both in the case of sales in kolkhoz markets and purchases 
by consumers’ co-operatives, certain provisions exist that they 
do not interfere with obligatory deliveries.“ 


DELIVERY PRICES OF INDIVIDUAL PRODUCTS 

The policy with reference to individual farm products 
obtained by the state on obligatory deliveries and kontraktatsiya 
is in general such that the prices are lower the smaller the portion 
of the total product to be delivered. If the total. product or its 
total marketable portion is demanded, the prices tend to be 
higher the greater the share of the particular enterprise in the 
whole economy of the producers. The idea behind this differen- 
tiation is that the receipts for products deliverable only in part 
do not need to cover costs. The producers may be in position to 
make up for the losses, fully or in part, by selling in the kolkhoz 
markets. With reference to products deliverable in full, and 
especially those which are the principal enterprises of specific 
farms, the price paid has to cover the costs, in the first instance 
the labor cost, at least at the lowest level. 

The prices paid for grain are relatively the lowest. The only 
general increase in grain prices since 1928-29, that of 1935, 
amounted to only 10 percent. With the prices in the kolkhoz 
markets and those at which the state sells grain products continu- 
ally soaring, the margin between them and the prices paid to 
producers for the grain obligatorily delivered finally became 
almost incredibly large. It is rarely realized that in 1948, for 
example, the producers received around 10 kopeks for a kilogram 
of wheat obligatorily delivered, or, say, 30 percent more than in 
1926-27, while wages were perhaps 1,000 percent higher and 
the government sold wheat flour (at retail) at 8 rubles—almost 
40 times the price in 1926-27. In the kolkhoz markets the wheat 
probably had a value of about 5 rubles. The fixed price for 
obligatory deliveries of oats was around 7 kopeks per kilogram, 
while the state resold it (at retail) at 250 kopeks in 1948. 

At first glance it may seem that the obligatory deliveries of 
grain are not unduly harsh, amounting to only about 20 percent 
of the total output. But it is not correct to compare deliveries with 
total output, since out of this must come seed, payment to the state- 


6 For recent changes in decentralized procurements and purchases by co-operatives, see 
G. L. Rubinstein et al., Economics of Soviet Trade (Moscow, 1950), pp. 214-16. 
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owned MTS for their work, and feed for the work stock as well as 
the productive livestock, also deliverable to the state. The obli- 
gatory deliveries of grain must be related to a total composed of 
these deliveries, quantities otherwise delivered or sold, and quan- 
tities available for distribution to the kolkhoz members. Of this 
total, obligatory deliveries may well make up nearly one-half. 

The prices paid for obligatory deliveries of potatoes, sun- 
flower seed, hay, and a number of other products, deliverable only 
in part, are more or less in line with those paid for grain. The mar- 
gins between these prices and those realized in kolkhoz markets 
and by the state are correspondingly huge. 

Except for certain minor products such as kok-sagyz (a rubber 
plant), the farm product that brings the highest price from the 
state is cotton, which is deliverable in full.’ The last revision of 
the cotton price was effective after the 1948 crop. The new price 
was apparently not stated publicly. The present writer would not 
be surprised if it turns out that, in the form of money and supplies 
of bread grain at preferential prices, the cotton producers are re- 
ceiving more than 12-fold, perhaps even 15-fold, the 1926-27 
price.” The prices paid by the state for sugar beets and flax— 
crops very important to their producers but less important. than 
cotton is to cotton producers’—occupy an intermediate position 
between the grain and the cotton prices. 

The higher, sometimes considerably higher, prices paid for 
fibers, including wool, and some other minor technical crops, 
weigh much more heavily in raising the average returns for all 
takings by the state in the way of compulsory deliveries and kon- 
traktatsiya than may seem likely on the basis of the share of these 
crops in total crop output, and even in the smaller volume avail- 
able for sale and consumption in the farm homes. In 1938, for 


7 Except for the quantities supplied, though again to the state, as payment for the 
services of the MTS. 

8 The 1935 prices of cotton delivered on kontraktatsiya in force before the 1948 revision 
were more than 4-fold those of 1926-27; the large premiums for production in excess of plan 
were in addition, amounting to about 25 percent of the base price. The prices seem to have 
been doubled in 1948. The premiums which were in percentage of existing prices were pre- 
served in full (on the premiums see “Law Consultation,” Socialist Agriculture, Mar. 30, 
1949). But contrary to the preceding practice, when many products were sold to the cotton 
growers at low prices by the state, now such sales apparently occur at regular prices, except 
for grain which is delivered at “reduced” prices (idem; the source refrained from stating the 
prices themselves). 

9 Sugar beets have to be delivered in full, and flax in a high proportion; but these crops 
occupy a much smaller proportion of the total acreage of the respective producers than cotton. 
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example, the value of the technical crops and wool may have rep- 
resented roughly 15 percent of the gross output of the kolkhozy 
computed at 1926-27 prices and roughly 25 percent of their vol- 
ume available for sale and for consumption on the farms, but it 
may well have amounted to perhaps one-third of the value of 
products delivered by the kolkhozy to the state on obligatory de- 
liveries and kontraktatsiya. | 

There is little need to apply a concept developed for non- 
Soviet economies to the obligatory deliveries and the prices paid 
for them in the Soviet economy. Dobb attempts to interpret the 
deliveries “‘as an instrument for skimming part of the differential 
rent of land which would otherwise have been retained by the more 
favorably situated farms.”*° It is to be granted that a certain dif- 
ferentiation exists between the rates of obligatory deliveries and 
kontraktatsiya (the latter so far as only part of the output has to be 
delivered). But it certainly is news that the obligatory deliveries 
to the state are limited to “the more favorably situated farms.” 
To adduce the idea of differential rent, i.e., a form of income 
believed justifiable under a capitalist setup, does not make 
morally justifiable the obligatory deliveries and the prices paid 
for them inthe USSR. First, most of the agricultural land already 
belonged to the peasants at the time of the Revolution; the rest was 
made theirs by the Revolution. Hence the differential rent, if any, 
is also legitimately theirs. Second, in areas with “the more favor- 
ably situated farms,” this factor is offset by the normally smaller 
amount of land available per peasant family. To pay a higher 
rent per acre of better land would be a hardship under these con- 
ditions. The fact cannot be talked away that for their participa- 
tion in the Revolution the peasants were promised the possession 
of the small amount of agricultural land still in the hands of land- 
lords and other large owners before the Revolution, while the 
result has been the loss of all their own land. 

An official source stated that the government paid the same 
price for milk on “voluntary” sales as on obligatory deliveries,” 
and that “voluntary” sale prices were only moderately higher 
than delivery prices on grain and some other products, but were 


10 Maurice Dobb, Soviet Economic Development since 1917 (London, 1948), p. 284. 


11 V. A. Kovylin and I. A. Chistov, Turnover Tax (USSR, Ministry of Finance Publishing 
Office, Moscow, 1946), p. 34. 
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much higher (probably several times higher) on meat’? and some 
other products. 

The table on page 52 presents the prices stated in another 
source—a strictly technical book intended specifically for tax col- 
lectors—as the prices realized by a sample kolkhoz. The prices 
were used for the computation of the relationships presented on 
page 35, above. Although the prices were described as arbitrary 
by the author, the present writer was fortunate to encounter them, 
“arbitrary” or not. 


RECEIPTS OF THE PRODUCERS 


As has been shown, the prices paid for many farm products 
under obligatory delivery are tantamount to confiscation. Prices 
in the kolkhoz markets, on the other hand, reflect the high turnover 
taxes in full and—for long periods—the disorganization of the 
Soviet markets as well. To permit the farm producers to sell their 
produce in kolkhoz markets without the obligation to collect the 
turnover taxes for the state, at prices which may be higher than 
those charged by the state and co-operative stores (whose prices 
represent, in large part, turnover tax), is equivalent to permitting 
the farm producers to pocket the turnover tax imposed on the spe- 
cific product. One is fully justified in perceiving quasi turnover 
taxes in a large portion of the prices realized in the kolkhoz mar- 
kets. The same is true of purchases by the co-operatives in 
kolkhoz markets and the sale of this produce at free prices in ac- 
cordance with the law of November 9, 1946. Here, too, the pro- 
ducers are the recipients of the quasi turnover taxes."* 

What really matters from the viewpoint of the producers is 
their total income and not the confiscation or near-confiscation on 
the one hand and the permission to realize sums having the char- 
acter of turnover taxes on the other hand. The weighted average 
price obtained for their products is important. The sales in kol- 
khoz markets are quite substantial even in relation to total mar- 
ketings, of which they accounted for 24.7 percent in 1938." But 

12 [bid., p. 33. 

13 This is one of the complicating factors in eliminating the proceeds of turnover taxes 
from national income and similar items; on this see pp. 150-51. 

14 The responsibility for the figure rests entirely on official shoulders; see Jasny, The 
Socialized Agriculture of the USSR, pp. 46, 384-85. While no official data are available, 


evidence points to a substantial decline of the share of kolkhoz markets in total marketings in 
postwar years. 
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Prices As REALIZED BY A SAMPLE KoLKHOZ, PROBABLY IN 1947, 
WITH ComMPARISONS* 


(Rubles) 
Obligatory Government Kolkhoz Average 
Item deliveries purchases markets 1926-27% 
Crops (per quintal) : 
Wie ata mtepeters. cievenesysisse 10 6.53 
vem ass, vetetel terreteionsisels 8 nye sey 4.46 
Barley s otra cese ye. 8 9.50 aioe 3.42 
Cats eae ceretereiierectes 7 a hes 4.15 
Dry legumes, edible... 15 6.29” 
Vietchwermcticnro desea 10 sn axe ve hee 
Sunflower seed ....... 20 fore cae 6.65 
Potatoes @eesen cS. ae ete Sy) 11 150 2.50 
Cabbasedrrere ake 12 15 250 6.05 
‘Gucumbersys tices spe 15 18 500 5.93 
CArcotsits. ce cache wake 8 1 300 
IBGetStee. ss ceca Pe se 10 1 200 2.30 
Piapkin?). st. ve oes ee Hes: 25 sj 
Hay atame ttre. c a rialeceee i 16 Ses 5.00 
Mayewilduaes yucca 4 sibs nee 2.50 
Grass seed ........... 400 Regt 
DULaWo eee se eco ee 2 1.26 
Chaficccee ane ce 15 eR so 212 
Apples a... dsc eas auie 50 says 500 
Cherries®. sec ea: 100 ache 
Livestock (per unit) : 
Cowsiashinetic cent Red we 1,500 
Other cattle -.2,...... 38.7 196 ete 
TOSS Sse sate veae cee 49.6 See 150° 
Sheep and goats ...... Teo : AS: 
Meat (per kilogram) : 
Beef and pork ........ ae nen 25 
Laan igen aasaett sas oe eae Bee Sot 0.42 
Hides (per unit) : 
MAY SOS Vin ed oolawee wees 3 
Sheep and goat ....... 2.50 
TOD erate tenements 3.0 5 Be seve 
Milk (per liter) ........ 0.25 0.50 5.0 0.06 
Butter (per kilogram)... 5 10 75 
Wool (per kilogram) .... 6 at ee 1.08 


* Dankoy, On Income Tax on Kolkhozy, pp. 57, 64-65, 67, 70-71. The book has for 
subscript in its title, “To Help the Raion Financial Officer.” 

* The average 1926-27 prices are from Control Figures of the National Economy USSR 
for 1929-30, pp. 581-82. > Peas. ° Certainly piglets. 
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the deliveries of the state farms as well as the supplies turned over 
by the kolkhozy for the services of the MTS, though part of the 
total marketings, are irrelevant to the problem here discussed. To 
marketings excluding these, the sales in kolkhoz markets con- 
tributed more than one-third in 1938. Owing to the high prices in 
kolkhoz markets, such a proportion attributable to the sales of the 
kolkhozy, kolkhozniki, and private individual producers raises 
the average prices realized for all their sales substantially above 
the prices paid on obligatory deliveries and kontraktatsiya. In- 
deed, it can impart to the receipts quite another character. There 
are, however, great variations in the realized weighted average 
prices depending on the product, type of producer (kolkhoz, kol- 
khozniki, or individual peasant), and area. 

The proportion of sales in kolkhoz markets to total marketings 
of products not deliverable to the state in full varies greatly from 
one product to another. Before the war, grain showed about the 
smallest percentage, and eggs, vegetables, and fruits the high- 
est.’ Sales of grain in kolkhoz markets are unlikely to have 
raised the weighted prices obtained by the kolkhozy, kolkhozniki, 
and individual peasants for all their sales of grain in, say, 1940 
to more than 50 percent above the prices paid on obligatory de- 
liveries. In 1948 the weighted grain prices received for all sales 
may have been double the prices on obligatory deliveries.** In- 
creases of such proportions obviously do not deprive the prices 
obtained by the peasants for their grain of their almost nominal 
nature. The situation is much more favorable for the producers 
with reference to animal products, fruits, and vegetables. 


15 Data on the composition of the turnover in kolkhoz markets by kind seem not to be 


available after 1934. The following evidence is at hand for 1933 and 1934 (in percentage 
of total marketings) : 


Item 1933 1934 
(Saif eben cet dct aici a elect we lcnteteiae teeta taste 9.8 5.3 
Potatocatte cctere stevcisielsieicl orn ets oreicleleleisirieleisieistsveaiere 20.0 22.0 
VGECTANCES ooganpannop odode GonvadeocpondecuKr 27.0 30.0 
Millseandidairya prod uctswee mite syelerclsiole elelcletels 29.0 32.0 


See Neiman, Internal Trade of the USSR, pp. 249-50. Something seems to be wrong with a 
corresponding statement of the Gosplan (National-Economic Plan for 1935, 2d ed., Moscow, 
1935, p. 369) expressed in quantities. For 1934 it gives the turnover of grain in kolkhoz 
markets as 320 million poods or 5.25 million tons. On the basis of Neiman’s percentage this 
indicates total marketings of about 100 million tons, or more than the whole grain crop. 
After 1934 the share of sales of grain and grain products in kolkhoz markets in total market- 
ings declined sharply. 

16 Dankov, whose arbitrary prices were reproduced in the table on page 52, provides 
for no sales of grain or grain products in the kolkhoz markets by his sample kolkhoz (op. 
cit., pp. 44-47). 
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Let us turn to the variations in the weighted average prices re- 
ceived by the different groups of producers. The average price 
obtained for obligatory deliveries and kontraktatsiya is higher for 
the kolkhozy than for the kolkhozniki, owing to the large propor- 
tion of the relatively better-paid-for products in their deliveries. 
The kolkhozniki, however, while delivering to the state almost ex- 
clusively poorly-paid-for products, sell a great deal in the kolkhoz 
markets. The weighted prices obtained by them ae therefore, 
correspondingly high (relatively). 

The total receipts of the kolkhozy from the sale of their farm 
products were 13,865 million rubles in 1938, of which 10,162 
million rubles were from the sale of crops and 3,703 million ru- 
bles were from the sale of animal products.” Their proceeds from 
the sales in kolkhoz markets may have been equivalent to about 
4,100 million rubles,“ so that obligatory deliveries, kontraktat- 
siya, and decentralized procurements brought in 9.8 billion 
rubles. The value of these products at 1926-27 prices was prob- 
ably not much above 3 billion rubles; hence the average prices 
received for them were around 3-fold those of 1926-27. If it is 
assumed that the same total plus the amounts sold by the kolkhozy 
in the kolkhoz markets were worth 4 billion rubles at 1926-27 
prices, the average prices received by them for all sales including 
obligatory deliveries, etc., were about 3.5 times as high as those 
of 1926-27. 

In another place the 1938 obligatory deliveries (including 
kontraktatsiya) of the kolkhozniki were estimated at 420 million 
rubles at 1926-27 prices.” This estimate must be raised to 
around 500 million rubles if the deliveries of the individual peas- 
ants are to be included. The return at current prices is unknown, 
but may be estimated at 1 billion rubles. After deducting from 
the total turnover of 24.4 billion rubles in kolkhoz markets the 
sales of the kolkhozy (4.1 billion rubles), 20.3 billion rubles 
worth of sales is left for the other sellers. The purchases of the 
peasants themselves in those markets may be put down at 5.6 bil- 
lion rubles.” Sales in the kolkhoz markets by the urban popula- 


17 Official data; see Jasny, op. cit., p. 686. 

18 The total kolkhoz trade amounted to 24.4 billion rubles in 1938. The share of the 
kolkhozy in this total was 16.7 percent. See P. Kagarlitskii, “On Kolkhoz Market Trade,” 
Problems of Economics (Moscow), 1940, No. 3, p. 95. 

19 Jasny, op. cit., p. 698. 

20 The writer had to estimate this figure by applying the percentage of peasants’ purchases 
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tion (persons with farm pursuits) may have amounted to 1 billion 
rubles.” Hence the remainder, i.e., the sales of the kolkhozniki 
and individual peasants in kolkhoz markets to nonpeasants, was 
around 13-14 billion rubles, or say 1.6 billion rubles at 1926— 
27 prices, and their total sales (including obligatory deliveries 
and kontraktatsiya) were about 14-15 billion rubles, equivalent 
to about 2.1 billion rubles at 1926-27 prices. Thus the weighted 
prices received by the kolkhozniki and individual peasants for all 
their sales were about 6.5 times as high as the 1926-27 prices. 
The preceding computations involve a great deal of estimat- 
ing. Except for the money incomes of the kolkhozy—an official 
figure—nothing is known for sure, yet the order of magnitude is 
probably preserved. The estimates of the 1938 receipts by the 
various producers’ groups are recapitulated below for what they 
are worth (in billion rubles and, except for two items, rounded to 


billions) : 


Values Values at 
Group actually 1926-27 
received prices 
Kolkhozy: 
Obligatory deliveries, kontraktatsiya, 
decentralized procurements ....... 9.8 3+ 
Kolkhoz marketsmns cess oo es thins 4.1 0.5 
Potal feet nee cents te RE PEER 13.9 up to 4.0 
Kolkhozniki (including individual 
peasants) : 
Obligatory deliveries 
and kontraktatsiya ........ Wie 1 0.5 
Kolkhozymarkets .<)c.igdetts iis cas occ": 13-14 1.6 
Wotaleercr ccs eh eee see eee 14-15 2a 
Grand etotal@erscsiacuertciececiepe sacs" tales Ars 28-29 6.0° 


@ Rounded. Six billion rubles’ worth of total net sales by the kolkhozy, kolkhozniki, and 
individual peasants at 1926-27 prices in 1938 is not unreasonable. The total volume available 
for sale and the consumption in the farm home was around 10.5 billion at those prices in 
1938 (in Jasny, The Socialized Agriculture of the USSR, p. 701, the 1938 national income 
from agriculture was estimated at 8.5 billion rubles; deductions for nonagricultural materials 
and depreciation amounted to about 2 billion rubles). The deliveries for the services of the 
MTS and those of the sovkhozy may have amounted to 2.0 billion rubles. The remainder, 
2.5 billion rubles, represents the consumption by the farm producers of their own product 
(including the feeding by the kolkhozy) and the net output of the workers and employees. 


to total turnover in the kolkhoz markets in an exemplary setup by N. S. Margolin, Problems 
of Balance of Money Incomes and Expenditures of the Population (Moscow and Leningrad, 
1939), pp. 128-35. Later Margolin reproduced the same data, although he had actual 1938 
data at hand. See his Balance of Money Incomes and Expenditures of the Population (Moscow, 


1940), pp. 114-21. 
21 Computed on the same basis as the sales to peasants (see preceding note). 
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Thus even the weighted prices received by the kolkhozniki for 
the compulsory deliveries and kontraktatsiya, which were the 
lowest among those received by any group of producers for any 
group of sales, were not lower, relative to the 1926—27 prices, 
than the prices of producers’ goods, the latter having risen around 
100 percent from 1926-27 to 1938.” The weighted average 
prices received by the kolkhozy for all sales including deliveries 
were about 3.5-fold those of 1926-27, while for the kolkhozniki 
(including the individual peasants) they were 6.5-fold. For 
all analyzed sales the realized prices were about 4.25-fold the 
1926-27 level. 

It would be wrong to see any favoritism in the fact that the 
average prices received by the kolkhozy for all their sales were 
higher than the state prices of producers’ goods, and that even 
the weighted prices paid to them by the state were relatively 
higher than these. The kolkhozy obtain certain producers’ goods, 
such as fertilizer, simple implements, and possibly building ma- 
terials at the low producers’-goods prices, but otherwise their 
expenses are greatly inflated. About half of the money income 
of the kolkhozy goes to the kolkhozniki as payment for their 
labor, and the kolkhozniki in spending the receipts have to pay 
the high prices of consumers’ goods.” Producers’ goods, how- 
ever, are favored by the practical absence of interest and rent 
charges, and for long periods of time the state enterprises pro- 
ducing them have been generously subsidized from the treasury, 
while the kolkhozy have to stand on their own feet. 

There is, of course, not the slightest reason to relate the prices 
received by the kolkhozniki to the prices of producers’ goods, even 
if the turnover taxes were not excluded from these. The expenses 
of the kolkhozniki on materials and depreciation are almost neg- 
ligible; what they get is remuneration for their labor. They 
would be fully entitled to get for the goods they sell prices on a 
par with the prices of consumers’ goods. The prices they actually 
get, however, reach this level, or possibly exceed it, only for that 
portion which is sold in kolkhoz markets. 

Since the wages paid to the wage earners are likewise not on 


22 Wholesale prices to government agencies, net of turnover tax, rose about 80 percent, 
and the difference between the rise in tax-free and non-tax-free prices was not large, so far as 
producers’ goods are concerned. 

23 See analysis of kolkhoz expenses in Jasny, op. cit., pp. 683-705. 
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a par with the prices of consumers’ goods, comparisons are of 
interest between the rates of increase in average prices realized 
by the farm producers and the rate of increase in wages. If the 
computations summarized in the tabulation on page 55 are cor- 
rect, the average prices received by the kolkhozniki for the prod- 
ucts delivered and sold by them appear moderately higher (rela- 
tively) than wages. Prices increased about 6.5-fold, wages only 
5.95-fold. 

The incomes of the peasants of course depend not only on 
the prices they realize on their sales, but also on the total amount 
of goods which they have for sale and their own consumption. 
The most significant change in peasant incomes during the Plan 
era was the great decline in the consumption of their own produce. 
The data used above suggest that around 1938 per capita incomes 
of the kolkhoz and individual peasants from agriculture were 
30 percent or more below those of around 1928. 

The price relationships involving kolkhozy and kolkhoz- 
niki, described thus far, pertained only to 1938. In 1937 the 
kolkhozniki probably realized lower average prices for all their 
. deliveries and sales than in 1938—roughly to the extent that 
wages were lower—but their total incomes were higher. The 
situation prior to 1937, especially before the abolition of ration- 
ing in 1935, would need special analysis. The analysis of devel- 
opments in 1939 and 1940 is handicapped by uncertainty as to 
the turnover in kolkhoz markets, officially stated as follows (in 


billion rubles) : 
OBB y tal paneat Me tele Case sells siabacteunascane 24.4 
Eee Ee eerie Sopp Amon cog ore 30.9 
OA erraterterstede ote oye. che] ols ote loners her siesexe 41.2 


Data from Lifits, Soviet Trade, p. 33. 


Territorial expansion is unlikely to have affected the 1939 figure. 
The increase from 1938 to 1939 may have been due both to 
greater amounts and higher prices, but the kolkhozniki probably 
did not have a share in the enlarged amounts. The prices paid to 
them on obligatory deliveries remained unchanged, then and in 
succeeding years. All in all, the average prices realized by the 
kolkhozniki for all deliveries and sales may not have kept pace 
with the increase in wages. The big jump in kolkhoz-market 
turnover in 1940 must have been primarily the result of higher 
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prices; enlargement in physical terms probably occurred only 
in so far as a greater territory was covered and was secondary in 
any event. The average prices realized by the kolkhozniki in 
1940 certainly exceeded those of 1939 by a greater percentage 
than wages increased during that year. Furthermore, the kolkhoz- 
niki, who cover part of their requirements from resources in 
kind, were probably harmed less by the considerable increases 
in the prices of consumers’ goods which occurred during 1940 
than were wage earners. 

War brought fantastic prices to the kolkhoz markets. To 
what extent the weighted prices received by farm producers were 
boosted by this increase, it is impossible to say. The weighted 
prices received by the kolkhozniki must have increased over pre- 
war much more than did nominal wages. 

Although the money incomes of |the kolkhozniki increased 
greatly, the increase meant little in the absence of anything that 
could be bought for money. The main worry of the kolkhozniki 
was the considerable curtailment of distributions in kind by the 
kolkhozy and the decline in their own output. 

The end of rationing at the close of 1947 brought the prices 
in kolkhoz markets down to approximately the level of those in 
state and co-operative trade, i.e., to a level perhaps 2.2-fold that 
of 1940.%* Wages rose less than this, but the weighted prices 
paid by the state on obligatory deliveries of those products which 
are mainly delivered by the kolkhozniki remained at the prewar 
level, the volume of turnover in kolkhoz markets declined, and 
the share of the kolkhozniki in this curtailed turnover may have 
declined also. 

The relationship between the average prices realized by farm 
producers for deliveries and sales to the state, on the one hand, 
and the prices of industrial goods from nonfarm materials, on the 
other, seems to have been entirely disrupted by the great boost 
in the prices of producers’ goods effective January 1, 1949, while 
the prices paid to producers were raised only for cotton, flax, 
sugar beets, kok-sagyz, and possibly some other technical crops.” 
As in 1938, the prices paid by the state for cotton are considerably 


24 Jasny, The Soviet Economy during the Plan Era (Food Research Institute, Stanford, 
1951), chapter iv. 
25 The use of ‘‘possibly” in the text is due to the fact that even such activities as increases 


in prices paid on obligatory deliveries and kontraktatsiya are now conducted in a clandestine 
way. 
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above the new level of prices of producers’ goods (in both cases 
relative to the 1926-27 base). But the average prices received 
by the kolkhozy, kolkhozniki, and individual peasants together 
for all deliveries and sales to the government may have fallen 
below that level after the 1949 price changes. 

The weighted prices received by all farm producers for all 
their sales in recent years were substantially reduced by the re- 
peated lowering of food prices in state and co-operative stores, a 
process that also reduced the prices realized in kolkhoz markets. 
An upward revision of the prices paid by the state for farm prod- 
ucts whose prices were not raised in recent years seems inescap- 
able. However, prediction is hazardous, for the habit of getting 
something for almost nothing seems to have become firmly fixed 
in the Soviet government. 

It might take a lifetime to ascertain for a single decade all 
the changes in prices obtained by the peasants and in the quantities 
which they had for sale. But even if all that were done, the re- 
gional aspect would remain in the dark. The distribution of such 
farm products as are relatively well paid for on obligatory de- 
liveries or kontraktatsiya is very uneven in the various territories. 
It is, for example, quite possible that the financial status of the 
kolkhoz peasants in Central Asia, which depends almost wholly 
on cotton, would make a relatively favorable showing.” The 
kolkhoz markets have been made into strictly local institutions 
by prohibiting intermediaries, except lately for the co-operatives 
whose efficiency has probably yet to be proved. In prewar years, 
at least, the prices on kolkhoz markets showed very great varia- 
tions, being of course highest in areas adjacent to large cities.” 
Great variations in receipts of the farm producers are observed 
even in the same localities, the proportion of the produce the 
individual kolkhozy has for sale in the kolkhoz markets varying 
greatly in accordance with the ability of their managements. 


PRICES REALIZED BY STATE FARMS AND MTS 


Thus far only the kolkhozy, kolkhozniki, and individual 


peasants and other individual producers have been considered. 


26 An attempt to appraise the developments in Central Asia during the prewar part of the 
Plan era is Warren Wilhelm’s ‘“‘Soviet Central Asia: Development of a Backward Area,” For- 
eign Policy Reports, Feb. 1, 1950, pp. 218-28. It does not specifically deal with developments in 
incomes of the rural population. 27 Jasny, The Socialized Agriculture of the USSR, p. 385. 


/ 


60 THE SOVIET PRICE SYSTEM 


The sovkhozy naturally occupy a separate place as do the MTS, 
which, while not strictly producers, have farm products to sell. 

According to the official commentary on turnover taxes quoted 
above, the sovkhozy deliver their produce to the state at the 
maximum prices established for the purchases by the state.”* 
There is, nevertheless, no doubt that the prices received by the 
sovkhozy did not cover all their costs, which were high, especially 
on animal products. This is indicated by a comparison of the 
production costs of the state farms as scheduled for 1941, in the 
1941 Plan, with the 1926-27 farm prices (in rubles) : 


1941 goal 1941 goals as 
Item 1926-27 for sovkhoz multiples of 
prices * costs ° 1926-27 prices 
Grain (per quintal) ....... 6.0° 22.50 Beis) 
Meat (per quintal) ....... 42.1 jotees wae 
Beef and veal ......... Sets 252 
Barks. ac nae a eee 525; 537; 695° Soar 
Milk (per liter) .......... 5.98 56; -.61;, 69° ~9.32 410 23 3tlo 
Wool (per kilogram) ..... 107.9 870 8.1 


* Control Figures of the National Economy USSR for 1929-30, pp. 581-82. 


> USSR, State Plan of Development of National Economy of the USSR for 1941 (Supple- 
ments to the Order of SNK USSR and TsK VKP (b) No. 127 of January 17, 1941) (no date or 
place of publication given) ; herein cited as 1941 Plan, Supplement, p. 584. 


© The figure in the source is 5.55 rubles; this was raised in view of the large proportion of 
wheat in the sovkhoz output. : 


4 Different groups of sovkhozy. 


While the sovkhozy were expected to produce grain in 1941 at 
about 3.75-fold the 1926-27 price, they were assumed to need 
about 10-fold the 1926-27 price as their production cost of 
animal products. The writer unfortunately has found no evidence 
on the amount of subsidies paid to the sovkhozy. 

In contrast to the situation with the sovkhozy, the MTS turn 
over to the state the products received for their services from 
the kolkhozy at the same prices as are paid the kolkhozy by the 
state on obligatory deliveries and kontraktatsiya. But the con- 
siderably higher prices for the technical crops and wool affect 
the weighted average paid to the MTS substantially less than 
they affect the prices paid to kolkhozy, because the proportion of 
low-priced products, such as grain, is considerably greater in the 
MTS receipts from the kolkhozy than in the kolkhoz deliveries 


28 Kovylin and Chistov, op. cit., pp. 6, 33, 34, and others. 
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directly to the state. In 1938, the obligatory deliveries of grain 
to the state by the kolkhozy were slightly less than their payments 
to the MTS (about 10 million as against 10.7 million tons), but 
the amounts of cotton delivered on kontraktatsiya were about five 
_times as large as the amounts paid to the MTS. The weighted 
average prices of all products obtained by the state via MTS in 
that year were, nevertheless, probably higher, relative to 1926— 
27, than the wholesale prices of producers’ goods (tax-free). 

According to official data, the MTS received in 1938 for prod- 
ucts turned over to the state the amazingly small sum of 1.4 bil- 
lion rubles.” The equivalent of this sum in 1926-27 prices was 
somewhat below | billion rubles.* It is of interest that the ex- 
penses of the MTS amounted to 5.8 billion rubles in the same 
year® —more than 4-fold the returns. About half of the expenses 
of the MTS consisted of payment for fuel, almost nine-tenths of 
which was turnover tax. With the farm products received as pay- 
ment for the services of the MTS and their expenses properly 
evaluated, the state at least broke even—even in 1938, a very 
poor year weatherwise. (The payments received by the MTS vary 
with the harvest.) The wisdom of the great underpricing of the 
goods turned over by the MTS to the state and the great overpricing 
of the principal material needed by the MTS is not easily per- 
ceived. 


COST OF FARM PRODUCTS TO THE STATE 


The preceding discussion may have unexpected features for 
students who tend to identify Soviet agriculture with the grain 
output. They might assume that the cost of agricultural raw ma- 
terials to industry is, and has been throughout the Plan era, less 
than that of the other raw materials. The reverse was true, how- 
ever, until recently. 

As was shown, the weighted prices paid by the state to the 
kolkhozy, kolkhozniki, and the individual peasants for the de- 
livered and purchased farm products in 1938 were about 3-fold 
the 1926-27 prices. While the corresponding price increase was 
considerably smaller than this for the MTS, it may have been 


29 See A. G. Zverev, State Budgets of the USSR, 1938-45 (Moscow, 1946), p. 41. 

30 The same item was overestimated in Jasny, The Socialized Agriculture of the USSR, 
p. 293. 

31 Zyverev, op. cit., p. 52. 
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somewhat larger for the sovkhozy than for the kolkhozy and 
peasants.” 

Procurement costs, consisting mostly of wages, and very high 
costs of transportation on the road,” raised the cost of farm prod- 
ucts to the state even higher than the 1926-27 price level. Owing 
to these two factors, even for grain the increase in the weighted 
prices of state procurements and purchases since 1926-27 may 
have been close to the increase in the prices of coal and steel. 

The rise in prices of all farm products to the state, which in 
1938 were substantially higher above those of producers’ goods 
relative to 1926-27, is clearly reflected in the ever widening 
margin of the (tax-free) prices of producers’ goods processed 
from farm products over the prices of all producers’ goods after 
1926-27.* The situation underwent a certain change when the 
prices of producers’ goods, and specifically coal and steel, were 
raised in 1939 and 1940 respectively, while the prices paid by 
the state for obligatory deliveries of farm products remained 
unchanged. Still the weighted cost of farm products to the state 
was rising, because (1) the procurement costs, including those 
of transportation on the road, were advancing; (2) the outlay of 
the state on premiums for deliveries in excess of norms was 
increasing; and, possibly, (3) there was an increase in the prices 
paid to the sovkhozy. Even in 1940, the cost of all farm products 
to the state is unlikely to have been as low as the price level of 
producers’ goods. While in the early postwar years the two groups 
of prices remained about unchanged, procurement costs of farm 
products certainly advanced still further and considerably. 

The great price boost of producers’ goods in 1949, in the face 


32 Deliveries to the state by the sovkhozy may have amounted to about 1 billion rubles at 
1926-27 prices (implied in Jasny, The Socialized Agriculture of the USSR, pp. 263 and others). 
Their actual receipts that year may have been equivalent to somewhat over 3 billion rubles, 
calculable as follows: According to USSR Gosplan, The Third Five-Year Plan for*the Develop- 
ment of the National Economy of the USSR (1938-42) [3d Plan] (Draft, Moscow, 1939, p. 88), 
the total value of state procurements and purchases amounted to 15.7 billion rubles in 1937. 
The figure was probably about the same in 1938 (see the comparison of total marketings in 
1937 and 1938 in physical terms in USSR Gosplan, Central Office of National-Economic Ac- 
counting, Socialist Agriculutre USSR, 1938, Moscow, 1939, p. 89). The accounted-for deliv- 
eries and sales to the state other than by the sovkhozy in 1938 were 9.8 billion rubles 
(kolkhozy), 1.0 billion rubles (kolkhozniki and individual peasants), and 1.4 billion (MTS), 
or a total of 12.2 billion rubles. 

38 1941 Plan, Supplement, p. 585, provided 55 kopeks per quintal as the cost of receiving 
grain and 54.7 kopeks as the cost of selling, or a total of about 20 percent of the average 1926- 
27 price; the cost of storage was an extra 53 kopeks per month (about 10 percent of the 
average 1926-27 price) and the cost of drying, 48.4 kopeks per quintal. 

34 This point is considered in Jasny, Soviet Prices of Producers’ Goods, chapters i and vi. 
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of only partial increases in delivery prices of farm products, 
must have brought a substantial change from the earlier situation. 
However high the costs connected with state procurements and 
purchases of farm products may be, the cost of all farm products 
obtained by the state may have become less (relative to 1926— 
27) than the prices of producers’ goods.” 


MULTIPLICITY OF PRICES 


Multiplicity of prices of the same goods seems so important 
a feature of the Soviet price system that it may be useful to 
summarize cases already mentioned and supplement them with 
others. The three sets of prices received by the producers of farm 
products have already been discussed in some detail. Under 
normal non-Soviet conditions, the prices in government and co- 
operative stores would coincide with those in kolkhoz markets or 
vice versa, but this is not the case under the conditions of persistent 
“hunger” for consumers’ goods prevalent in the USSR. On the 
contrary, government stores frequently display empty shelves 
and, even at times when consumers’ goods are unrationed, kol- 
khoz-market prices exceed the fixed government prices. The con- 
sumers’ co-operatives sell goods received from the state at fixed 
prices. The goods purchased by them directly, in accordance 
with the law of November 9, 1946, however, may be sold at the 
same or, if the supply is temporarily ample, at lower prices. Thus, 
as many as five price levels can be distinguished for farm prod- 
ucts alone. 

During the first half of the thirties, consumers’ goods, includ- 
ing farm products, were sold by the state in the so-called “com- 
mercial” stores at varying prices depending on the type of con- 
sumers; there existed as many as 10 such classes or groups of 
consumers and prices. The practice was revived during World 
War II, though there were not as many gradations of the cus- 
tomers. 

Certain consumers’ goods cost considerably less if purchased 
by state enterprises for productive purposes. Producers’ goods 
likewise have different prices for the state organizations and the 
“broad market’’ (see above, pp. 41-45). 


35 The new prices of producers’ goods processed from farm products remained at a higher 
level than those of other producers’ goods. This must imply relatively greater profits in the 
industries processing farm products, or higher turnover taxes on a percentage basis. 
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Industrial co-operatives and local governments are in certain 
cases permitted to sell at higher prices than those of the state 
enterprises. For example, prices of building materials produced 
by raion and co-operative enterprises are set locally not higher 
than 20 percent above the prices of the centralized industry.”° 
Cement is excepted, while forest products enjoy even greater 
privileges. See the cited source for further details.” 

In addition to legal charging of higher prices by the industrial 
co-operatives, much overcharging occurs illegally. There are 
continual complaints of such unlawful activities. Patterns of the 
goods produced by these organizations are changed, solely for 
the sake of frustrating comparability with the produce of state 
enterprises, and disproportionately high prices are then charged 
for them. This again is the result of inability of the state enter- 
prises to supply the desired commodity either in needed amounts 
or in desired quality. 

Another phenomenon deserves mention, although it involves 
costs about as much as prices. State enterprises engaged in pro- 
ducing building materials have never been able to provide all 
ihe materials needed by state enterprises engaged in construction, 
and the construction enterprises were themselves impelled to go 
into the production or extraction of these materials on a substan- 
tial scale. The costs involved in such output are almost always 
higher than the prices quoted by state enterprises for the unde- 
liverable goods (plus freight and other handling costs). The dif- 
ference is ordinarily quite large; during the war and postwar 
years, the excess of these costs over the prices frequently 
amounted to 50-100 and even 200 percent.** To a smaller extent 
the same phenomena are observed in other economic activities. 
State organizations, unable to obtain certain items or parts from 


36M. N. Vintsentini, Control of Prices on Materials and Equipment at Bill Payment 
(Moscow, 1950), pp. 5-6. 

37 Another similar privilege of certain industrial co-operatives, or all such co-operatives, is 
that on certain goods they are burdened with lower turnover taxes than those paid by state 
organizations. For example, according to the law of January 4, 1941 (Collection of Laws, 1941, 
No. 2, Art. 30; see below), the turnover tax on aluminum kitchenware was 50 percent of the 
retail price less the retail margin if produced by state enterprises, but only 1 percent if pro- 
duced by co-operative organizations. This is another case of quasi turnover taxes, similar to 
those involved in the sales in kolkhoz markets. 

The title varies for the collection of laws, enactments, orders, etc., of the Soviet govern- 
ment issued periodically; for example, in 1940, it was USSR, Collection of Decisions and Orders 
of the Government of the USSR (Moscow). All editions will be cited hereinafter as Collection 
of Laws, with year, issue, and number of article. 

38 Turetskii, Intra-Industrial Accumulations in the USSR, p. 210. 
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the state enterprises engaged in the production of these particular 
items, are compelled to organize their own output with costs more 
or less exceeding the official prices of the short supply otherwise 
produced. 

Part of the excessive prices which the industrial co-operatives 
are permitted to charge, or actually charge without permission, 
as well as part of the additional costs in producing building 
materials and other goods by state organizations not primarily 
engaged in this output, is simply the equivalent of the subsidies 
granted to the state enterprises normally producing these goods 
(see pp. 84-92). But small-scale inexpert operation also is a 
factor. Such an operation is observed to an extent far exceeding 
its prevalence in the private economy. 

There seems little need to emphasize that the multiplicity of 
prices is an abundant source of abuse, even of crime.” 


EFFECTS OF THE PRICE SYSTEM 


The peculiar price system (in conjunction with the wage level 
as the third item placed between the two widely separated price 
levels), which was the keystone of the Soviet economy up to 1949 
and with certain modifications remains in force, cannot but have 
affected and must still affect the whole economic life greatly. 
This is obvious from the preceding analysis. Here only a few 
specific points will be mentioned. 

1. By far the most important result of the price system is 
obviously the siphoning of a huge proportion of the purchasing 
power of the population into the budget. In 1948 the consolidated 
budget, i.e., the budget of the state, republics, and local govern- 
ments, amounted to not less than about two-thirds the total na- 
tional product or income.” 

2. The great differences between the price levels of producers’ 
and of consumers’ goods and the level of wages mean that the 

39 A novel, “Voditeli [The Drivers], by Anatolii Rybakov in the monthly Oktyabr 
[October], 1950, No. 1, pp. 3-77; No. 2, pp. 28-79; and No. 3, pp. 80-124, is built around the 
fact that the fixed rates for transportation on the road with horses are treble those by truck. 
One of the “heroes” has building materials moved by truck but charges the organization he 


represents the rates by horses. The fact that such an operation is made the keynote of a novel 
suggests that it is not exceptional but common—especially under conditions where literature 
is made to Party order. 

40 As high a figure as 85 percent for the share of the budget in the national income has 
been given. The actual figure is huge and does not need exaggeration even in propaganda. 
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ruble has a different value for each item in the budget or else- 
where, varies with the type of owner, and the like. If measured 
in terms of 1926-27 prices (the standard prices of Soviet in- 
dexes), up to the start of war, the expenditures from the state 
budget on capital investments had the highest value, ruble for 
ruble, while the expenses on cultural activities, consisting largely 
of wages, probably had the lowest value, ruble for ruble, among 
the major items of the budget. Moreover, the several items of 
which each major item of the budget consisted had greatly differ- 
ent inflation ratios.** In 1940, for example, the price which the 
state-owned MTS were paying for fuel was more than 10-fold 
that of 1926-27, while the prices of machinery on which the de- 
preciation charges of the MTS were based were perhaps double 
those of 1926-27.” 

The described relationships have remained in force since the 
war, except that the inflation ratios of armaments have declined, 
while those of investment went up. The price revisions of 1949 
seem likely to have again boosted the cost of investment much 
more than they raised the “defense” costs. 

For calculating the real expenses on investment and “de- 
fense,” the ruble expenditures shown by Soviet data either must 
be recalculated to entirely different prices (foreign, or Soviet 
pre-Plan prices), or they must at least be adjusted for turnover 
taxes and deficits or profits. In these adjustments not only the 
direct subsidies to given industries, but the indirect ones to indus- 
tries using subsidized investment goods, raw materials, and trans- 
portation facilities have to be considered. 

3. The cheapness of producers’ goods relative to the cost of 
labor, though not real, affects the calculation of costs as if it were 
real. This effect is the larger because under Soviet conditions 
cheapness of investment relative to the cost of labor is in any case 
fostered by the fact that interest and rent charges are very small 
in the USSR. Insufficient depreciation charges operate similarly. 
These factors, in conjunction with the very favorable relation 
between prices of investment goods and the cost of labor as it 
existed in postwar years until 1949, gave in the USSR the appear- 
ance of profitability to labor-saving devices which were unprofit- 


41 Inflation ratio is the coefficient by which a certain value must he divided to reduce it 
to the 1926-27 level. 
42 The expenses and incomes of the MTS are part of the state budget. 
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able in countries where real wages were several times as high. 
There are naive people, some in the United States, who speak 
with reverence of the water-power or railway-electrification proj- 
ects undertaken in the USSR, in spite of that country’s decidedly 
low consumption levels for an industrial country—projects that 
would be unprofitable in the United States or Canada, countries 
with the highest consumption levels in the world. Enthusiasm is 
easily evoked, understanding difficult. 

The exorbitant prices charged for years in the USSR for 
petroleum motor fuels made—and in some degree still make—it 
appear more profitable to use motor vehicles operated on firewood 
or by electricity than to use those operated with petroleum fuels, 
although neither method would prove advantageous under a sys- 
tem of prices in line with the production costs of the various 
goods. 

Very cheap raw materials, depreciation charges likewise low 
because of the low cost of construction, machinery, and other 
factors, and high nominal wages—all these directly affected the 
total production-cost level. The higher the proportion of wages 
in total costs, the higher the total cost tended to be, ceteris paribus. 
The prices were not always permitted to reflect these variations. 

Until 1939, the prices of standard coal were about as high 
(relative to 1926-27) as steel, and in 1940—48 only moderately 
higher.** Soviet evidence leaves no doubt that the coal industries 
operated at considerable losses all or most of the time until 1949. 
The iron and steel industries either yielded profits or, if both 
groups of industries operated at losses, the losses were much 
greater on coal. The explanation for this diverse behavior is that 
the proportion of wages (including contributions of the entrepre- 
neur to social security and the like) in total costs of coal produc- 
tion is twice as high as in the iron industries.“ The same factor 
was very important in causing lumbering to be usually a losing 
enterprise. In 1949, coal prices were again raised more than steel 
prices. The writer is unable to say whether the two industries 
were finally brought to the same level of profitableness. The steel 
prices were slashed in 1950 while the prices of coal remained un- 
changed. For the first time in Soviet history coal yields a great 


43 See Chart 2, p. 21. 
44 In 1940, it amounted to 65 percent as against 29.9 percent. See Turetskii, op. cit., p. 46. 
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profit and steel involves a loss. One cannot look for too much 
logic in Soviet price policies. 

4. The fact that the level of nominal wages was much higher 
than the level of prices of the means of production was very 
important for the formation of farm prices. First, the proportion 
of wages, or in any case of remuneration for the labor, is very 
high in the production costs of agriculture. The output of farm 
products by the kolkhozniki cost them practically nothing but 
their labor. The situation is not much different with reference 
to the kolkhozy, if the kolkhozy and their members are regarded 
as one unit and if the payments in kind for operations performed 
by the MTS are disregarded. Another important factor is that 
the kolkhozy and kolkhozniki do not get their deficits covered 
from the treasury, as has been true of the state enterprises over 
long periods. The combined effect of all factors was that for 
years the weighted prices obtained for agricultural products were 
not in line with the prices of producers’ goods, but were more or 
less in line with the wage level. 

Two factors in recent years apparently have worsened the 
relationship between the weighted average prices received by 
farm producers for their products, and the wages. They can only 
be enumerated here: the decline in volume of products sold in 
the kolkhoz markets; and the unchanged prices for compulsory 
deliveries and konktraktatsiya to the state, except for a few tech- 
nical crops. It would seem that some kind of adjustment cannot 
be avoided here. 

5. High prices relative to wages are the principal, indeed the 
decisive, factor in the circumstance that the retail-trade margin 
is very small in the USSR. The daily wage of a salesman in a 
shoe store in 1948 was only about 7 percent of the price of a pair 
of shoes. In 1928, the percentage was about three times as high; 
and in the United States in 1948, it was more than 10 times as 
high. The fact that the rent of store space and warehouses is low, 
probably covering only the cost of building and maintaining 
them, is also of some importance. 


CHAPTER IV 


CURRENT PRICES: TWO PRICE-FORMING FACTORS 


Turnover taxes may not be theoretically the most important 
price-forming factor in the USSR, but they are so in fact. The 
only other price-forming factor discussed here is profits or, in- 
deed, deficits covered by the treasury, whose effect on prices over 
quite prolonged periods has been almost as large (on a percentage 
basis) as that of turnover taxes. 

Wages are of course a very important price-forming factor, 
but their effect has been discussed in the two preceding chapters. 

It is frequently assumed that charges representing land rent 
do not exist in the USSR. This is true in so far as the role of such 
charges is small, almost negligible. While the present writer has 
not studied the subject carefully, he is able to mention at least two 
natural resources which bear a charge for their exploitation. A 
so-called “dolevoe otchislenie” (payment to the state for the right 
to extract oil) is made by the state organizations engaged in the 
output of petroleum. In 1927-28 it amounted to 3.66 and 4.21 
rubles per ton respectively out of total production costs of 16.30 
rubles in Baku and 10.29 rubles in Grozny.’ Those engaged in 
lumbering have to pay to the state a tax per tree, the so-called 
“popennyi sbor.” The writer has no evidence as to the amounts 
involved. An official source, no more recent, in discussing pro- 
duction costs of coal, mentioned among other items the “rent of 
bowels,”’ amounting, it is true, to only 3 percent of total costs.” 
All this would need much more careful study.° 

The problem, whether the low procurement prices paid by 
the state to the kolkhozy on obligatory deliveries and kontrak- 
tatsiya of farm products represent rent payments or simply tax, 


1 USSR, Supreme Council of National Economy (VSNKh), Industry of the USSR in 
1927-28, Yearbook of the VSNKh (Moscow, 1929), pp. 118, 214. 

2 [bid., p. 116. 

3 V. P. Timoshenko draws my attention to the fact that irrigation water has to be paid 
for by the users in Central Asia and South Caucasus (probably elsewhere as well), but he 
believes this simply represents payment for maintaining the installations. Hydroelectric power 
stations certainly do not pay anything for the use of the water. 
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we decide in favor of the tax. State farms do not pay either a rent 
or a tax, nor is rent charged on city land. 

The state does not charge the various state enterprises any 
interest on the fixed and permanent variable capital assigned to 
them, while interest on short-term loans is very small. Kolkhozy 
and private persons pay interest on all their loans (loans to pri- 
vate persons are permitted for construction of private homes), 
but the interest rates are low and total transactions small. 

The persisting insufficiency of depreciation charges is dis- 
cussed elsewhere (pp. 88-89). The effect of this factor is about 
the same as that of the almost negligible interest charges. Obvi- 
ously, production costs and prices are depressed most in those 
industries in which fixed capital is highest in relation to the value 
of the current output. These are primarily the heavy industries, 
especially those engaged in extraction of natural resources with 
no cost for the basic raw material. Hydroelectric plants are, of 
course, on top in this respect. 


TURNOVER TAXES 


Just as the high price of consumers’ goods in the USSR is a 
unique phenomenon, so also is the principal or exclusive device 
for bringing about the great spread between consumers’ prices 
and producers’ prices. This device is the turnover tax. 

As the term indicates, the turnover tax is imposed on the sale 
of goods, although sometimes, and in some very important cases, 
the tax is payable even if the goods are processed in the same 
enterprise. Turnover taxes have much in common with excise 
taxes. But excise taxes are normally levied on only a limited 
number of commodities, mainly those the consumption of which 
is to be discouraged, such as alcoholic beverages, or luxury or 
supposed luxury goods (sugar); tobacco is another favored ob- 
ject of such taxation. The Soviets have extended taxatiori of the 
turnover to practically all consumers’ goods, certain medical sup- 
plies being the only exception.* But even more important is the 
level of taxation. The tax on such a necessity as salt exceeds the 
level of taxation imposed in many other countries on hard liquor. 

The turnover taxes as handled in the USSR include the “reve- 


4 The small turnover taxes on these items (1 percent; see Appendix Table I) may be re- 
garded as nominal according to Soviet standards, but eyeglasses are taxed much higher. 
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nue” from sales of goods acquired at low prices from farm pro- 
ducers on obligatory deliveries and kontraktatsiya. If the burden 
of taxes on the urban consumer were to be determined, the profits 
from this underpayment would have to be deducted from the pro- 
ceeds of the turnover taxes. On the other hand, sellers in kolkhoz 
markets are permitted to pocket the difference between the prices 
they receive, kept high by turnover taxes, and what would be fair 
prices under Soviet conditions, i.e., the amounts called quasi tax 
above (pp. 51 and 64, n. 37). If an attempt were made to deduct 
the revenue from the low prices paid to farm producers from the 
total proceeds of turnover taxes, the quasi turnover taxes would in 
all justice have to be added. The following tabulation compares 
the proceeds from turnover taxes with the total consolidated 
budget, which includes the budgets of the republics, oblasts, and 
cities (in billion rubles) : 


i Taxes 

Year grep Ge coe as percentage 
revenue of budget 

LOD Oe seeensss erslcetcre terse Deo 2.4 45.9 
LOS WA errs cee ae eee PAS ees Ma leere 46.2 
NOB 2 eis 38.0 19.6 5123 
TOSS ban 46.4 27.0 58.2 
1934... 58.4 37.6 64.4 
ARSE Sihigiy SON Corrine 75.0 Vane 69.6 
1936 .. 94.4 65.8 69.7 
LOS Gee 109.3 75.9 69.4 
AQBG Rani art acta Giaars IDA) 80.4 63.1 
O30: ps ort see Baars eustersiere 156.0 96.9 62.1 
1940 .. 180.2 105.9 58.7 
HO Araya es eves ts ences 191.4 OB 47.6 
1942... 165.0 66.4 40.2 
OAS Mo riore. a) ore arenes, ser DANE (bea 34.2 
1944... 268.7 94.9 3040) 
1945 .. 302.0 (23a 40.8 
1946 .. 325.4 191.0” OO 
OAT rome ch cre situs she's he 386.2 239.9 62.1 
OAS Py Ss oe oe et AOSD 247.5 60.3 
1949M ea hoe cece 4OdeO 239.1 54.7 
LOSOwe eee es cae AZ 2aL 236.1 55.9 


Data from official sources, such as budget reports or standard publica- 


tions on finance. 
@ The last, so-called “‘special,’’ quarter of the year. 


> Preliminary figure. 
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The shift from excise taxes of the usual type to turnover taxes 
occurred at the end of 1930. Their use began in a relatively small 
way, but the desire to obtain funds for investment was boundless, 
and, with the population and press having no say, turnover taxes 
offered an easy access to the consumers’ pockets. Soon they be- 
came the backbone of a huge state budget. 

Relating the proceeds of turnover taxes to the consolidated 
budget does not fully show their economic significance, because 
the rapid growth of the turnover taxes permitted a great expansion 
of the budget itself, and the budget comprised an ever increasing 
proportion of total national income. In 1948, the budget and the 
proceeds from turnover taxes amounted respectively to close to 
two-thirds and over one-third of total national income (Soviet 
concept).° 

It was shown in an earlier study’ that a huge portion of the 
Soviet national income, indeed a portion far exceeding anything 
ever observed elsewhere, is spent on net investment and “de- 
fense.” Dobb has noticed that the revenue from the turnover tax 
roughly equaled the expenditures on these two items;' but he did 
not bring out that the proceeds from the turnover tax are obtained 
in the market of cheap money (consumers’ goods) and spent in 
the markets of relatively expensive money (producers’ goods, 
armaments, freight transportation) .* 

The tremendous economic power that the Soviet state wields 
through its budget would be impossible without the turnover 
taxes. It is difficult to imagine that the huge amounts extracted 
from the population by way of turnover taxes could have been 
obtained by direct taxation of incomes. Theoretically the Soviet 
state had the alternative of paying correspondingly less in the 
form of salaries and wages, but this would be much more difficult 
to enforce. Aside from establishing the immense spread between 
the prices of producers’ and consumers’ goods, and thus ‘absorb- 
ing the purchasing power of consumers and using it for the simul- 


5 National income (Soviet concept) consists of net returns of industrial and agricultural 
production, construction, freight transportation, trade, and communications, except those serv- 
ing private consumption (see p. 132). 

6 Jasny, The Soviet Economy during the Plan Era, table and related comments in chap- 
ter vi. 

7 Dobb, Soviet Economic Development since 1917, p. 364. 

8 On this point, see pp. 16-19. 
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taneously cheapened means of investment and defense, the turn- 
over taxes impart to the system an elasticity more difficult to attain 
by way of direct taxation. Turnover taxes make it easy to cut 
consumption, while comparable reductions in pay would be 
dreaded even by the all-powerful dictatorial state. Vice versa, 
retail prices of consumers’ goods may be maintained or even cut, 
although production costs rise, by reducing turnover taxes more 
than proportionately. Turnover taxes also permit the regulation 
of the market for each commodity or group of commodities. Re- 
tail prices of goods in great demand or in short supply may be 
raised by way of turnover taxes, and the additional revenue, which 
in a capitalist state would go to individual entrepreneurs, may be 
absorbed by the state. 

Experience in the prewar years does not indicate that the op- 
portunity to regulate demand and supply by way of turnover 
taxes was utilized to full advantage, especially with reference to 
individual commodities. Otherwise the combination of fixed gov- 
ernment prices and frequent absence of goods from government 
stores would not have been such a familiar feature of the Soviet 
economy. Lack of specific data prevents one from ascertaining 
whether the use made of the same opportunity in postwar years 
has been adequate. The need for adjustments via turnover tax was 
very great when the wave of cuts in the prices of consumers’ goods 
started in December 1947; prices of producers’ goods and freight 
rates remained unchanged through 1948, but rose sharply in 
1949. The fact that the total return from turnover taxes declined 
only negligibly from 1947 to 1950 implies that the adjustments 
of turnover taxes to the changed situation were greatly inadequate. 
Retail turnover rose 75 percent or more by volume but is un- 
likely to have expanded by value as much as 20 percent. The 
profits of the consumers’-goods industries must have been cut into 
drastically and at least some of them must have become deficit 
propositions. Direct complaints are encountered on this score. 


9 “Goods famine” is the Soviet term for the regular excess of demand over supply in that 
country. Even Dobb comes to speak of this shortcoming repeatedly (see his index of subjects, 
op. cit., p. 463). Bergson speaks of “the Russians’ persistent failure to bring about any toler- 
able adjustment of demand, supply, and prices in the consumers’ goods market.” See “A 
Problem in Soviet Statistics,” Review of Economic Statistics, November 1947, XXIX, 242. 
There is also evidence on this account in Soviet sources, especially in the writings of Sh. 


Turetskii. 
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Level of taxation.—Variations in the rates of turnover taxes 
run largely parallel with the level of prices for the various groups 
of commodities and individual commodities as discussed in chap- 
ter ii. It would be more correct to say that the level of prices runs 
parallel to the level of turnover taxes imposed on the various 
goods. 

Consumers’ goods pay huge taxes, typically from about 30 to 
75, but up to 88 percent of the price, the price being either at 
wholesale or retail—in both cases including the tax; in the latter 
case the basis frequently is the retail price less the retail handling 
charges, i.e., practically the wholesale price. It is obvious that 
a turnover tax of 88 percent of the retail price would have raised 
that price by as much as 733 percent, even in the impossible case 
of the retail margin remaining entirely unaffected by such a large 
price boost. With this effect considered, a turnover tax on a con- 
sumers’ good equivalent to 50 percent of the retail price—a tax 
below average for this type of commodity in the USSR—more 
than doubles the retail price. » 

Dobb writes on the variations in the level of turnover taxes 
on consumers’ goods: 


The higher rates of tax are apt to be on luxury goods. . . . The general effect 
of the differential rating apparently is . . . to cause the price structure to 
discriminate against non-essentials (and hence to make real differences of in- 
come smaller than an inspection of money differences would lead one at first 
to suppose) .1° 


As in many other of Dobb’s descriptions of the Soviet economy, 
this is not the Soviet reality but Dobb’s (and in this case also the 
writer’s) idea on how things should be. The rates of turnover 
taxes tabulated in Appendix Table I, in conjunction with the price 
indexes discussed in chapter ii, pages 44—45, clearly show that 
the situation is not in accord with Dobb’s picture. The only con- 
sideration which could be put forward by Dobb in support of his 
point of view is that in some cases the rates of tax are lower on 
the cheaper than on the more expensive types of the same com- 
modities. But in almost all such cases the differences were small 
or, in any case, not very large at the time to which our data per- 
tain. For example, “makhorka,” a very cheap and crude sub- 


10 Dobb, op. cit., pp. 371-72, note. 


CURRENT PRICES; TWO PRICE-FORMING FACTORS 75 


stitute for the common tobacco, paid 70 percent of the retail price; 
cigarettes, 75-88 percent; or calico, 55 percent; other cotton 
goods, 62-65 percent. Furthermore, better breads paid taxes 
(mostly small) in addition to the high taxes on flour, while com- 
mon bread paid only the latter. The differential is larger in the 
case of woolen goods, coarse woolen fabrics paying 43 percent 
and worsted woolen goods 62 percent, but in this case goods are 
involved which are not readily substitutable one for the other. In 
contrast to this, the tax on poultry was much smaller than that on 
the other meats; the tax on the higher-priced hard liquors was less 
than that on vodka, the cheapest hard liquor; the tax on caviar and 
canned fish was less than the tax on ordinary fish, lower even than 
on some, probably all ordinary, herrings. Salt in bulk paid 70-80 
percent, salt in small packages only 35-42 percent. Much more 
important than these variations within the same groups of com- 
modities are the variations between the commodities. 

By taxing vegetable oil, the cheapest source of fat in the 
USSR, twice and heavily, it was made into the relatively most 
expensive food. In 1926-27, the price of sunflower-seed oil was 
28.3 percent of that of butter; in 1950, the percentage was 44.1. 
The following range of turnover-tax rates (in percentage of total 
price) seems sufficient to describe the ultra-antidemocratic 


method of taxation in the USSR: 


Gettin Ul Kae gere eve ciclo cacaereiriet ste.s. saree ps seesieneratees 70-80 
(GaSRhiak 4 SAS Ons Game arr eee perro oe 40 
RaAdiONTECCIVElS es aca eclersincks ciersiele ais sie ons ckeroie ee 25 
‘ATITOMD DiLES Fe cre rocksleuture or etch ole Pele. olaate etauatarersters 2 


When it is necessary to cut consumption as much as is desired 
in the USSR, there is no purpose in trifling with taxation of gold 
watches. The Soviet state would not get rid of all the caviar pro- 
duced if it were taxed as high as sunflower-seed oil or salt. The 
sales of automobiles are small in any event. There would be no 
sales at all if automobiles were taxed as high as bread, the sales 
of which are little affected by the price. 

The data of the 1941 Plan on the prices and costs of the out- 
put of those commissariats which collect the largest sums in turn- 
over taxes are quite revealing with reference to the burden im- 
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posed by the turnover taxes upon the taxpayers. They are as 
follows (in million rubles) : 


Value at Production Charged by the 
Commissariat “unchangeable costs in industry at 
1926-27 prices” current prices current prices® 
Textiles industry ......... 10,700 28,080 46,000 
iehtandustry eas. a. eee! > 8,821 20,300 28,260 
Mishsindsistry yo aecce se. on. 996 3,534 5,998 
Meat-milk industry ....... 4,600 8,012 oie 
Hood amdustEy mss sie. eee 13,050 39,660 84,500 
Procurements ............ 2,647 ? 31,261 
UL otal Dearereeetetsrenstarss cos treks 40,814 ? 219,134 
Petroleum industry ....... 3,680 3,674 16,200 
Grand total .......... 44,494 ? 235,334 


Data from 1941 Plan, Supplement, pp. 11, 566-67, and others. 
*“Otpusknye tseny,” wholesale prices of the industry. 


The fact that the Commissariats of the Food Industry and of Pro- 
curements were expected to sell goods valued respectively at 13.0 
billion and 2.6 billion rubles at 1926-27 prices for not less than 
84.5 billion and 31.3 billion rubles must be quite surprising to 
those who know the Soviet economy from Dobb’s descriptions. 
One may ask oneself, in this connection, whether it is possible that 
a university professor, who had published extensively on the So- 
viet economy for some 25 years, does not know at least a few basic 
turnover-tax rates. It is revealing in itself that Dobb dealt with 
the whole problem of distribution of the burden caused by the 
turnover taxes in a footnote." The production costs of the Com- 
missariat of the Food Industry of 40 billion rubles appear so high 
because they include the turnover taxes on raw materials. This 
would not be the case with the costs of the Commissariat of Pro- 
curements. The astonishing smallness of costs relative to the ex- 
pected returns of this commissariat may well have been the reason 
that the document, published with the demand “not to be dis- 
closed,” suppressed the evidence. F 

The extent of taxation of the retail turnover in the USSR is 
obviously exorbitant, one which has no analogue outside of that 
country at present or in the past. Turnover taxes are a substitute 
for direct taxation, which is resorted to on a much larger scale by 
many countries outside of the USSR. If even part of the revenue 
now obtained by way of turnover taxes were obtained by income 


11 Dobb, loc. cit. 
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tax, the low-income groups would not have paid anything and the 
high-income groups would have carried the brunt of the tax bur- 
den. The immense sacrifices of the Soviet population, and specifi- 
cally of the lowest-income groups, effected by way of turnover 
taxes, are facts not to be disputed. Disagreement should exist only 
on the question whether the sacrifices are worth while. 

Unlike consumers’ goods, most producers’ goods paid almost 
nominal taxes of 0.5—1.0 percent until January 1, 1949, when all 
taxation of producers’ goods was abolished,” though an exception 
was apparently made for petroleum products and possibly var- 
nish. The major exception to the low turnover taxes on producers’ 
goods before January 1, 1949 was petroleum products used as 
motor fuel and lubricants. Those goods were burdened with ex- 
tremely high taxes.” Varnish was another such item, and appar- 
ently paint made with varnish as well. In Moscow and Leningrad, 
electricity, even if used for production purposes, was also taxed 
rather heavily. Taxes relatively high as compared to those on 
such basic industrial materials as coal or steel, namely 12 percent 
of the wholesale price (1938), had to be paid on leather, even 
that used for producers’ goods. Other items in the same category 
were tarpaulins (10 percent) and sacks (4 percent). The collec- 
tive farms and other users paid a tax on scythes amounting to 13 
percent in 1938."* The tax on scythes (of all things) was raised 
to 63 percent of the retail price less handling charges, effective 
July 1, 1945." 

The high prices of building materials sold on the “broad 
market” and their low prices to the state and co-operative organi- 
zations (see pp. 42—43)—+this and other similar price dispari- 
ties are also attained by varying the turnover tax, or, since Janu- 
ary 1, 1949, by not levying any tax on sales to the state and co- 
operative organizations, while imposing high taxes on goods sold 
in the “broad market.” 

Turnover taxes in Marx-Engels-Lenin-Stalin theory.—The So- 
viet turnover taxes have a specific piquancy about them because 
the program of the Bolshevik Party, on which the Party came to 


12 Vladimiroy, “For Profitable Operation of Enterprises,” Questions of Economics, 1948, 


No. 8, p. 32. PS 
13 See Appendix Table I. Kerosene for lighting pays the same tax. : 
14 Such early evidence has to be used in the absence of more recent information. 


15 Collection of Laws, 1945, No. 7, Art. 89. 
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power, contained the demand for complete abolition of all indi- 
rect taxation, in the first place, of course, of the excise taxes. . Yet 
the Soviet turnover taxes are obviously indirect taxes closely akin 
to excise taxes. Indeed, the Soviet turnover taxes, levied on the 
most indispensable goods and at unheard-of rates, are indirect 
taxes of the most objectionable sort. In the earlier years these 
taxes were treated as a deplorable concession to necessity and no 
attempt was made to conceal their true nature. The 1935 statis- 
tical yearbook” still listed them among taxes. But this was 
changed soon afterward. In the 1936 edition of the same year- 
book,*’ the revenue from turnover taxes was detached from the 
item “income from taxes” and was reported as a separate item 
of the state budget. This change reflected a change in “philoso- 
phy.” At about that time Marxian theory was enriched with the 
idea that turnover taxes are not indirect taxes and not even taxes at 
all, but profits of the Soviet economy. The Soviets began with the 
idea that the usual entrepreneurial profits, which in capitalist 
countries amount to perhaps 25 percent of the value of the com- 
modities produced, are the result of exploitation of the laborer. 
They finished by declaring that turnover taxes, some of which 
amount to as much as 88 percent of the retail price, are merely 
profits of the socialized economy. 

While they have taken such an important step as to revise 
Marx, the Soviets have thus far neglected to revise the term itself. 
The income of the state, declared to be profits of the socialized 
economy, continues to have the abominated word “tax” in its 
name. One of these days the term may be replaced by one more 
appropriate to its function in the Soviet socialized economy. 

The improvement on Marx gave the Soviets a convenient prop- 
aganda implement, it appears. In a country where around half 
of the national income is confiscated by the state for new invest- 
ment and aggression, the interpretation of turnover-tax réceipts 
as incomes permits such speeches as the following to be made: 


It is known that an overwhelming portion of the incomes of the Soviet 
budget is derived from the payments of the socialist economy. The share of 


16 USSR Gosplan, Central Office of National-Economic Accounting, Socialist Construc- 
tion USSR, 1935 (Moscow, 1935), pp. 644-45. 

17 [bid., 1936 (Moscow, 1936), pp. 646-47. 

18 The Soviets, it is true, do not shun such contradictions. Many inventions, which are 
claimed as being made by Russians, as for example tractors or radios, reveal the lie in their 
American or other non-Russian names. 
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taxes from the population is negligible. The total amount of tax incomes from 
the population in 1939 is scheduled at 6.5 billion rubles, this being only 4.2 
percent of all budgetary incomes. 


Thus spoke Zverev, then Commissar of Finance, in introducing the 
1939 budget.” He repeats the same formula almost every year. 
So far as concerns those who pay turnover taxes, the Soviets 
certainly are no better off with their improvements in economic 
theory than the ostrich which buries its head. But some foreign 
“scholars” seem to be impressed, or at least they act so. To 
paraphrase a German saying, the Soviets know their customers. 

The Soviet enterprises also yield the usual type of profit, 
though not all enterprises and not all the time. Hence, after de- 
claring the proceeds from turnover taxes to be profit, Soviet eco- 
nomic theory began to distinguish two types of profit from eco- 
nomic enterprises: profit in the narrow sense, and turnover taxes. 
The official version is that there is no theoretical difference be- 
tween the two” and that the separation exists only for practical 
purposes.” 

The declaration that proceeds of turnover taxes are profits 
definitely made them a part of the national income, even if the 
concept of national income at factor cost is used, which does not 
consider indirect taxes part of this income.” 

Textbooks and reference books on finance, and specifically on 
taxation, consistently avoid mentioning the actual rates of turn- 
over taxes. This cannot be merely accidental, and there is logic 
in it. As the Russian saying goes: In the house of a hanged per- 
son, one does not speak of a rope. 

Techniques of levying.—The turnover tax has to be collected 
whenever a good is sold.** Every item pays the tax once on its 

19 Zyerev, State Budgets of the USSR, 1938-45, p. 43. 

20 See D. I. Chernomordik et al., National Income of the USSR: Its Formation and 
Estimation (Moscow, 1939), p. 87: “From the economic point of view, the turnover tax and the 
socialist profit are identical in nature.” See also the reports of the Commissar of Finance on 
the state budget (Zverev, op. cit., pp. 96, 136, and others), and practically every pronounce- 
ment dealing with turnover taxes. 


21 The individual enterprises participate in their profits in the narrow sense but not in the 
proceeds from turnover taxes accrued from their produce. 

22 See below, p. 81. 

23 “Instruction of the People’s Commissariat of Finance USSR on Turnover Tax of 
October 7, 1944, No. 550” (hereinafter referred to as “Instruction No. 550”), Art. 1, in Col- 
lection of Orders, Circulars, and Instructions on Finance—Economic Problems (Moscow), 
1945, Nos. 1-2. 
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way to the consumer, independently of the number of sales.”* But 
additional processing, unless extremely simple, may involve a new 
tax.”* The tax for the additional processing is generally small, the 
preferred mode being to levy the main burden on the raw material 
or goods obtained after the first processing. This policy is due 
to the desire to discourage processing in homes. It is easier to 
bake or sew at home than to grind or to weave there. In a number 
of important cases, the second tax has to be paid even if the addi- 
tional processing occurs in the same enterprise. 

As already mentioned, most taxes are expressed as percent- 
ages of the wholesale price including the tax, but on certain goods 
the tax is a percentage of the retail price including the tax. In 
some cases, again, as for the important item of flour, the tax is in 
varying lump sums (depending on its grade). When the tax is 
related directly to the retail price, it is sometimes equivalent to 
the difference between the fixed wholesale price plus the retail 
margin and the fixed retail price; this is the so-called “byudget- 
naya raznitsa”. (budgetary margin). In the case of vegetable oil 
and possibly some other products, the “budgetary margin” is col- 
lected in addition to the turnover tax, so far as the goods are sold 
on the broad market. 

An official source stated in 1938: 

The existing system of collecting turnover taxes is extremely involved. The 
enemies of the people have complicated the matter to such an extent that at 
the present time the collector of revenue is not in a position to decide a number 
of problems connected with the taxation of industrial goods. The reference 


book published in 1937 by the Office of Income of the Commissariat of Finance 
contains many errors.2® 


It is questionable whether later improvements eliminated all 
shortcomings. A great deal of bureaucratic work must be in- 
volved in levying and collecting the great number of various taxes 
on all consumers’ and some producers’ goods. : 
[wo specific problems. — Two specific problems involving 
turnover taxes are important in analysis of the Soviet economy. 
The first pertains to inclusion of turnover taxes in the official com- 
putations of national income, industrial output, and so on, at cur- 


24 [bid., Art. 2. 

25 Ibid., Art. 29. The cases specified are: milling of timber to lumber; smoking, salting, 
drying, etc.; and packing. 

26 USSR Commissariat of Finance, Alphabetic List of Industrial Goods with Rates of 
Turnover Taxes and Budgetary Trade Margins (Moscow, 1938), p. 2. 
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rent prices. Such estimates have not been released since 1931, 
except possibly the industrial output in eastern territories in 
1940 and in a few war years,” but they are implied in numerous 
official pronouncements.” 

The concept of national income at market prices, already em- 
ployed by the Gosplan in the pre-Plan era, came in extremely 
handy when all those immense receipts from turnover taxes 
started to pour into the treasury. The available official estimates 
of national income in current prices, made in the early years of 
the Plan era (through 1931), seem to have exceeded sufficiently 
those in 1926-27 prices to have room for all proceeds from the 
turnover taxes.” The relatively small shares of investment and 
reserves in the estimates of the 1932 and 1937 (goal) national 
incomes in current prices, given in the 2d Plan only in percent- 
ages, likewise indicate that the share of private consumption in 
the national income was pushed up by the large proceeds of turn- 
over taxes.’ After the proceeds of turnover taxes were declared 
profits of the national economy, their inclusion in the national 
income became a matter of course. The Chernomordik sympo- 
sium on national income published in 1939, but apparently based 
on regulations pertaining to 1937, takes for granted that proceeds 
from turnover taxes are part of national income. 

In this connection, there is a question about the branches of 
the economy which are believed to be a source of this socialist 
profit. It seems reasonably certain that industry is the only branch 
producing profit in the form of a turnover tax in the USSR. Trade 
surely does not yield this type of profit. Detailed analysis of the 
retail margin by Moskvin,” pertaining to 1936 but published in 
1939 in the Chernomordik symposium, does not contain a trace 
of turnover tax. Even more clearly is this apparent from a recent 
text on accounting. According to it,” in determining the value of 
the “merchantable production,” the total turnover tax is added 
to the price at which the industry sells (otpusknye tseny), even 


27 Voznesenskii, War Economy of the USSR during the Patriotic War, pp. 48-54. The 
1941, Supplement, published with the notation “not for circulation,” contained the industrial 
output also in current prices. 

28 See, for example, the statement in 3d Plan, p. 197, on the distribution of the national 
income by origin and use in 1937 and 1942 (goal) in terms of 1937 prices. 

29 See p. 138. 

30 See discussion on pp. 139-40. 

31 D. I. Moskvin, “Trade,” in Chernomordik et al., op. cit., pp. 232-71. 

32 USSR Gosplan, Accounting (Moscow, 1948), p. 310. 
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in those cases in which the turnover tax is based on the retail price. 
When a farm product is processed, the industry that performs the 
processing is naturally the producer of profit in the form of turn- 
over tax. But the same is apparently the case when a farm product 
is involved which passes directly from the producer to the con- 
sumer without any processing, as feed grain, milk, and eggs. The 
Ministry of Procurements is included among the industrial min- 
istries, and all proceeds from turnover tax accrued on the products 
handled by it are apparently credited to it, whether the goods are 
processed or not.** There is, in any case, no indication to the con- 
trary (see also p. 149). 

The second problem to be discussed here is the extent to which 
the state itself pays the turnover taxes. The most interesting ques- 
tion involves turnover taxes on goods utilized by the armed forces. 
All attempts of the present writer to solve this problem conclu- 
sively have been futile thus far. 

The state pays almost all of the turnover taxes on producers’ 
goods, so far as these exist. The taxes on gasoline, kerosene, and 
other petroleum products alone yield many billion rubles,** and 
little of the yield comes from private consumers. 

Article 35 of the apparently most recent instruction® contains 
the general regulation that the subsidiary enterprises of the 
budget organizations do not pay taxes on goods produced by them 
for their own organization. Budget organizations are those whose 
expenditures and incomes, if any, are part of the budget, as for 
example, the armed forces or organizations in charge of educa- 
tion and medical help. State organizations engaged in industry, 
transport, and trade are not budget organizations. Among the 
agricultural enterprises, only the incomes and expenditures of the 
MTS appear on the budget. The turnover taxes which rest on raw 
materials processed by the organizations involved must obviously 


33 The huge amounts of tax obviously included in the values of output of the six com- 
missariats primarily connected with consumers’ goods at “otpusknye tseny,” as planned for 
1941 (see above, p. 76), may probably serve as supporting evidence. This is specifically the 
case with the big return expected for the Commissariat of Procurements. According to the 
1941 Plan, Supplement, this commissariat shows the fantastic output of 61,000 rubles per 
worker and year (in the coal industry this output was only 5,511 rubles). That figure prob- 
ably is so high because most workers of this commissariat were engaged only in receiving 
goods, the value of which was greatly boosted by the addition of turnover taxes. 

34 The budget for 1938, for example, expected an income of 7,971 million rubles from 
this source. See Planned Economy, 1938, No. 10, p. 59. 

35 “Instruction No. 550,” Art. 35, pp. 5-6 in Collection of Orders, Circulars, and Instruc- 
tions on Finance—Economic Problems (Moscow, 1945). 
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be paid in full. Hospitals, schools, and similar institutions nor- 
mally do only their cooking and probably part of their baking. 
Since most or all taxes rest on the raw materials, such as flour and 
meat, these organizations are likely to gain little from the privi- 
lege embodied in Article 35. 

Because the sources were not clear on the matter, the writer 
for a long time worked on the assumption that the general exemp- 
tion from turnover taxes, accorded to deliveries to the armed 
forces by the government order of September 2, 1930,** continued 
in force. It developed that the privilege was revoked long ago, 
namely effective October 1, 1936.7 The only act of legislation 
touching specifically upon the relation between turnover taxes and 
the armed forces is the order of the government of February 9, 
1943, No. 139, which, it would seem purposely, was not published 
in the appropriate place.** The “Instruction No. 550” of the Com- 
missar of Finance quotes from this order only the following regu- 
lation: 


On the basis of the order of the Council of Soviet Commissars of Febru- 
ary 9, 1943, No. 139, the People’s Commissariats of Defense, Navy, Armaments 
[two Commissariats], Aviation, Shipbuilding and Tank-Mine-Throwing in- 
dustries are released from turnover tax with reference to all the output they 
sell,89 


It is not clear whether this privilege is in addition to those 
- granted all budgetary organizations previously mentioned, or 
is a substitute for them. The commissariats, or ministries, con- 
nected with the armed forces produce armaments primarily. 
These probably did not pay any turnover taxes even before Janu- 
ary 1, 1949, and if they did, the taxes were very low, as on ma- 
chinery. In any case, armaments were free of tax after that 
date, along with machinery and most other producers’ goods. The 
armed forces probably still profit from the regulation of Febru- 
ary 9, 1943, but to what extent it is difficult to ascertain. One of 
those ministries may, for example, produce uniforms for the men 
in the armed forces. There would be no tax on them, and probably 
the tax on the cloth used is deliberately set low. It seems quite un- 


86 Attachment 2, Art. 3, in Bulletin of the Finance and Economic Legislature (Moscow), 
1930, No. 26, p. 9. See also K. N. Kutler, State Incomes in the USSR (Moscow, 1933), p. 85. 

37 Kutler, State Incomes in the USSR (Moscow, 1940), p. 90. Gregory Grossman drew 
my attention to this source and to the error in general. 

38 Collection of Orders, Circulars, and Instructions on Finance—Economic Problems. 

39 [bid., Art. 32, p.5. 
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likely that, with “occupational” clothing of all kinds being much 
cheaper than civilian garb, the armed forces would have to pay 
the full prices for the uniforms for their men. But as stated above 
(p. 42), the evidence on “occupational” clothing pertains to pre- 
war years, and the preferential treatment of it may have been 
abolished. 

The specific rates.—Lack of data precludes a systematic com- 
piling of the rates of turnover taxes in effect in postwar years. It 
proved impossible even to establish all the rates effective at the 
Soviet Union’s entrance into war. Although all or most rates were 
probably changed, the compilation in Appendix Table I neverthe- 
less gives a good idea of the policies pursued. 


PROFITS AND SUBSIDIES 


There is no such close correlation in the Soviet economy be- 
tween production costs and selling prices (the latter being under- 
stood as minus turnover taxes resting on the finished goods; turn- 
over taxes on raw materials are part of the costs) as is observed 
in a private economy. Such a normal procedure as adding an 
appropriate profit to the production costs and accepting the total 
as the approximate selling price is inapplicable to the Soviet econ- 
omy. Some industries, such as lumbering and coal mining, were 
apparently a losing proposition throughout the whole Five-Year 
Plan era up to 1949, 

Technically the procedure is that the losses of individual en- 
terprises are offset by profits, if any, of the same “glavnoe uprav- 
lenie” (glavk) or trust (immediate subdivisions of the commis- 
sariats). Only the deficits of the glavks and trusts are covered by 
the treasury,’ but these represent the bulk of the losses. Combina- 
tions of goods yielding a profit with goods yielding a loss in the 
same glavk or trust probably occur more frequently in the indus- 
tries producing consumers’ goods than in those turning out pro- 
ducers’ goods. Consequently losses in consumers’-goods indus- 
tries are likely to be more frequently covered without resort to the 
treasury than those in the producers’-goods industries. Combina- 
tions also exist in which a glavk produces both producers’ and con- 
sumers’ goods, and the profits from the latter may cover losses 
from the former. 


40S. M. Kutyrev, Analysis of Balance of Incomes and Expenses of an Economic Enter- 
prise (Moscow, 1948), p. 110. 
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The difference between goods with large turnover taxes put 
on them and those with little or no taxes is important in connection 
with deficits. In the case of producers’ goods, on which turnover 
taxes are generally negligible, an increase in costs (for the whole 
glavk or trust) not accompanied by a corresponding rise in prices 
may necessitate a subsidy or increase of subsidy. In the case of 
consumers’ goods, however, the necessary adjustment may be 
made by changing the turnover tax or taxes. Use of this oppor- 
tunity has not always been adequately or timely. For example, the 
turnover taxes on rye and rye bread were reduced (on rye from 
45 to 36.5 rubles per quintal in Zone 1) by the law of March 23, 
1940—even though prices of rye bread remained unchanged. The 
reduction of the taxes obviously occurred in view of the additional 
costs caused by the preceding increases of the prices of coal (ef- 
fective on February 1, 1939) and other subsidiary materials, and 
especially of freight rates (effective April 1, 1939). Still, turn- 
over taxes were changed more frequently than prices. They were 
a more elastic implement for adjustments than the latter. 

The decisive factor behind the need for and size of the sub- 
sidies was the definite policy of making the consumers’-goods in- 
dustries profitable, while looking with equanimity, or even with 
approval, on losses of the producers’-goods industries. Petroleum 
products used to be the principal exception. Machinery, for 
which the prices are frequently fixed at the excessive costs in the 
first year of introduction of the specific machine, also in the main 
returned a profit. No adequate data are available with reference 
to the differences in profits or losses as between producers’ and 
consumers’ goods, but one can be certain that most deficits and 
subsidies from the treasury involved producers’ goods. The pol- 
icy of making relatively higher profits (ordinary profits, not such 
as come from turnover taxes), or having smaller losses, in con- 
sumers’ goods industries contributed to the wide spread between 
the prices of producers’ and consumers’ goods brought about by 
turnover taxes. 

Civilian producers’ goods. — Specifically with reference to 
producers’ goods, the situation was this: the prices of producers’ 
goods were revised only at great intervals, though in big jumps 
then (as already stated, there were only four major revisions of 
the prices of producers’ goods during the Plan era, on April 1, 
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1936, February 1, 1939-January 1, 1940, January 1, 1949, and 
those of 1950) ; and until 1949, the tendency at each revision was 
to set prices that just covered costs. The prices set for rails on 
April 1, 1936 were the major exception, but the error was cor- 
rected in 1937. For some important goods the new prices proved 
insufficient to cover all costs from the very outset. Even where 
this was not the case losses showed up soon, owing to the continu- 
ing inflation. 

During the first two Plan Periods the Soviets were rather frank 
about the amounts of subsidies to producers’ goods, especially 
when the time was believed ripe to raise their prices. The subsidy 
to coal, for example, was equivalent to almost 100 percent of the 
price in 1933-35; on steel it amounted to almost 50 percent of 
the price. By the decision of the government made in 1936, an 
end had to be put to the practice of subsidies. Immense impor- 
tance was assigned to this move, as evidenced by the following 
typical verbiage: 

This decision is a historical indicator of the huge attainment reached by the 
heavy industry in mastering the new techniques, brought about by expanded 
construction with input of billions [of rubles], and in the struggle for profit- 
ableness, for high labor productivity, for reduction in production costs. This 
decision of the SNK [Council of People’s Commissars] of the USSR opens in- 


exhaustible possibilities of intra-industrial accumulations for the industries 
which for a number of years were “sitting” on state subsidies. . . .*4 


Almost all existing losses were wiped out by the price raises 
effective April 1, 1936, or later, amounting up to 100 percent. 
The attempt, however, was short-lived. Costs continued to rise, 
though not very rapidly. By 1938, many industries were again 
operating at a loss. Effective February 1, 1939, coal prices were 
raised by more than 50 percent. Many other producers’ goods 
followed—iron and steel on January 1, 1940. Yet in 1940, the 
coal industry again apparently operated with a loss of about 5. 0— 


5.5 percent.” The deficits were naturally much higher on pro- 
41 A. A. Andreev, “Liquidation of State Subsidy in the Iron Metallurgy,” Soviet Metal- 
lurgy (Moscow), June 1936, p. 1. 


42 This is indicated by the following goals for the People’s Commissariat of Coal in the 
1941 Plan, Supplement (pp. 11, 566-67) : 


Production costs: (million rubles). .< cs sss ae eee cee cic cece ae 6,206 
Reduction in production costs from 1940 (percent)..............- 6.3 
Value.of output (million rubles) oss occ)¢ec.cc <0 csiecielceicleeiee ere 6,276 


One-half percent of turnover tax on coal must have been included in the value of the output. 
According to the 1941 Plan, Supplement, the production costs of coke were to be 71.50 
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ducers’ goods whose prices had not been raised recently. A cubic 
meter of timber (or timber and lumber) involved a loss of 
11-12 rubles, i.e., around 60 percent of its price, in 1940.“ 

During the war, only isolated increases in the prices of pro- 
ducers’ goods occurred. The production costs of industry were 
rising rapidly, however, owing to a considerable increase in 
wages, deterioration of the quality of the labor force, general dis- 
organization including longer hauls of materials, higher freight 
rates, and so on. The increase in the production costs of civilian 
goods must have been particularly large. If the sums which might 
have been used on the subsidies from the treasury during the war 
appear not to have been very large,“ the simple explanation is 
that the total output shrank greatly. 

The prices of most producers’ goods remained unchanged 
after the war, until the end of 1948. While the exact trend of 
production costs in postwar years is difficult to ascertain (some 
further rise is certain), the total amount of deficits and subsidies 
was rising strongly with the rapid increase in output. The boost 
of the prices of producers’ goods by more than 100 percent in 
1949 is in itself adequate proof of the great deficits in the pre- 
ceding years. 

In postwar years the Soviets have not disclosed the exact size 
of subsidies from the budget to their economic enterprises (indus- 
trial and agricultural output; transportation and communica- 
tions), but the amounts were huge in the years preceding the price 
revisions of producers’ goods in 1949. In 1948, for example, 
94.1 billion rubles were spent by the treasury on industry. Of 
this total, 39.7 billion were earmarked for investment in fixed 
capital and 8.5 billion for investment in variable capital.“ The 


rubles per ton in 1941. The wholesale price in 1940 (and also in 1941) was 67 rubles per ton 
for the Donbass coke and 47.80 rubles for the Kuzbass coke (see Livshits, “On Regional Differ- 
ences in Labor Productivity,” Questions of Economics, 1950, No. 6, p. 37)—a deliberate favor- 
ing of the steel industry. 

43 Eyidence of the size of the deficit from Molotov’s report on the 1941 Plan (Pravda, 
Feb. 19, 1941). The 1941 Plan, Supplement, p. 577, gave the expected average production costs 
for the principal commissariat engaged in forestry work as 29.10 rubles per cubic meter. 

44 According to Zyerev (op cit., p. 132), the total appropriation from the budget to the 
national economy amounted to 44.7 billion rubles in 1944. According to K. N. Plotnikov 
(Budget of a Socialist State, Moscow, 1948, p. 306), the capital investments, again in the whole 
economy, were equal to 27.4 billion rubles in the same year; most of this sum must have come 
from the treasury. Hence, the subsidies to all economic enterprises other than the MTS are 
likely to have amounted to not quite 15 billion rubles. 

45 A. G. Zverev, “State Budget of the 4th Year of the Stalin Five-Year Plan Period,” 
Planned Economy, 1949, No. 2, pp. 42-44. The figure of 8.5 billion is an approximation. 
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remainder, 45.9 billion rubles, consisted largely, probably al- 
most exclusively, of subsidies—a fantastic sum even in inflated 
Soviet rubles. The losses offset by profits within the same glavks 
and trusts came in addition. Most of the subsidies certainly went 
into producers’ goods industries. The subsidies on timber and 
lumber may well have been 2-fold to 2.5-fold their wholesale 
prices in 1948. 

The on-the-average heavily subsidized producers’ goods went 
into investment and armaments, either directly and almost wholly 
as with machinery and armaments, or indirectly and to a more or 
less large extent as with metal and coal. Thus investment and ex- 
penditures on the armed forces actually consisted not only of the 
values shown in the budget and elsewhere as spent on them di- 
rectly, but also of a large part of the subsidies to industry and of 
part of the subsidies to some other state enterprises, such as trans- 
portation.*° 

While big improvements in machinery production were un- 
doubtedly made during the Plan era, they can account for only a 
small part of the phenomenon that in 1948 machinery prices 
were roughly double those in 1926-27, while wages were about 
11-fold that level. The spiraling effect of subsidies, in conjunc- 
tion with negligible interest and rent charges and inadequate de- 
preciation, was the major factor in that phenomenon. This spiral, 
indeed, appears nothing short of remarkable. In 1949, coal and 
steel prices were raised 233 and 176 percent respectively. It 
seems justifiable, therefore, to assume that the prices at which 
the machinery industry had obtained its raw materials in 1948 
covered at most only half of the production costs of those mate- 
rials as calculated by the enterprises involved. The difference 
between prices and costs of the raw materials would have been 
even larger if the enterprises that produced them had not, in their 
turn, used greatly underpriced materials; had not operated with 
greatly undervalued capital goods, interest-free capital, and 
rent-free plants; and had not charged inadequate depreciation on 
their undervalued fixed capital. (The great undervaluation of 
the fixed capital in the industries producing the raw materials was 


46 The fact that “subsidies from the state budget . . . understate the actual amount of 
money expenditures in the economic branches utilizing the output of the so-called ‘deficit’ 
industries,” was pointed out by Sh. Turetskii as early as 1936 (see Plan, Moscow, 1936, No. 
22, p. 38), and possibly even earlier. 
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obviously the result of using directly and indirectly subsidized 
building materials and machinery in constructing their plants.) 
With all those factors considered, the production costs of the ma- 
terials used in machinery production, plus adequate profits, may 
well have been around 3-fold their selling prices in 1948. If the 
1948 production costs of the machine industry consisted of the 
cost of materials to the extent of 50 percent,” the output of the 
machine industry was cheapened from that source alone to the 
extent of 150 percent of its selling prices in 1948. 

Now it so happened that the machine industry itself also paid 
no interest or rent, and depreciated its greatly undervalued plant 
inadequately. All that entered on these accounts into the produc- 
tion costs of machinery in 1948 was a very small charge for de- 
preciation. If interest, rent, and adequate depreciation had been 
part of the costs of the machine industry and an adequate profit 
had been included, the price of machinery in 1948 might well 
have been at least treble its selling prices. Such a trebling would 
have brought the price of machinery to a level about 6-fold that 
in 1926-27—-still not enough. For while the big improvements 
in machine production since 1926-27 are readily granted, the 
fact must also be considered that no interest or rent was paid in 
1926-27 either, and the depreciation rate was also too low then. 
Possibly the machine industry was subsidized in 1948, but we 
have no evidence on this. 

Let us stop at the point reached, namely, at selling prices of 
machinery in 1948 about a third as high as they should have been. 
The machines were sold at these prices and then depreciated by 
the buying enterprises at a rate, say, only 60 percent of what the 
depreciation rate properly should have been. Then the enter- 
prises using this machinery had an outlay on depreciation only 
one-fifth of what it should have been—this in addition to being 
free from interest and rent charges, and not being required to 
yield an adequate profit. 

The described situation was to be fundamentally changed 
again in 1949, it was announced. As in 1936, the government 
decided to abolish subsidies for good, and great importance was 
assigned to the measure. According to the order, subsidies to in- 


47Jn 1940, the percentage was 59.8 (Turetskii, Intra-Industrial Accumulations in the 
USSR, p. 47), but it included depreciation, and moreover it declined later. 
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dustry and transport had to be eliminated basically in 1949, fully 
in 1950. Vladimirov wrote: 
The system of state subsidies, which was necessary in the years of patriotic 
war and in conditions of postwar reorganization of the economy, became a 
brake on the further development of the national economy. It violates the 
principle of khozraschet—measurement of input and results of production, the 
coverage of expenses from own resources. The system of state subsidies cre- 
ates in the enterprises the habit to exist at the expense of the state budget, 
weakens the stimulus for the struggle to reduce costs, is in contradiction with 
the task of strengthening the Soviet ruble.*® 


In contrast to the situation in 1936, when great caution was 
exerted not to raise prices too high, the price increases of pro- 
ducers’ goods in 1949 were unrestrained. All civilian producers’ 
goods have probably become profitable; many have become so 
profitable that one can rightly speak of profiteering. The great 
change is apparent from the fact that the total state appropriations 
for industry, minus those for the investment into its fixed and vari- 
able capital, were expected to fall from 45.5 billion rubles in 
1948 to 13.9 billion in 1949.*° Net profits of the industry were 
scheduled to increase from 22.7 billion rubles in 1948 to 41.4 
billion in 1949, and the expected increase in profits must have 
come exclusively from producers’-goods industries; the profits 
of the consumers’-goods industries probably even declined. 

As in 1936, the 1948 decision to abolish subsidies was never 
realized. Instead of the subsidies to those industrial branches 
which continued to show a deficit in 1949 being abolished in 1950, 
the number of subsidized industrial goods was expanded by the 
price reductions of that year. It is probably safe to assume that 
at least the all-important machinery industry, as well as the iron 
and steel industries, has become a deficit enterprise. Lack of 
exact data on the prices established in 1950 prevents further 
analysis. 

Munitions —Although armaments are classed as producers’ 
goods in the USSR, it is erroneous to assume that the changes in 
munitions prices always followed the changes in prices of civilian 
producers’ goods. The 1941 Plan gave the following schedule 
for the munitions (defense) industry: production costs, 32,838 


48 Vladimirov, op. cit., p. 31. 
49 Zverev, “State Budget of the 4th Year of the Postwar Stalin Five-Year Plan Period,” 
Planned Economy, 1949, No. 2, pp. 42-45. 
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million rubles; reduction in production costs, 11.1 percent; value 
of output, 40,300 million rubles (Appendix Table III). Hence 
the profit expected in 1941 was over 20 percent, and that realized 
in 1940 was possibly a little over 10 percent. This obviously in- 
dicates quite satisfactory prices for the goods involved. 

The prices of munitions are supposed to have been cut to less 
than half during the war.” The claimed great increase in output 
per man in the munitions industry—attained, it is said, through 
methods of mass production and by simplification—may have 
offset a substantial part of the additional cost (large wage in- 
creases!), but it could not have permitted any cuts in prices. 
Munitions industries must indeed have become subsidized during 
the war. 

It has been assumed that no changes occurred in the prices of 
munitions after the war—until at least the end of 1948." The 
amount of subsidies per unit of munitions output must indeed 
have increased with the probable increase in production costs in 
those years. 

_ The assumption was made above that the great boost of prices 
of civilian producers’ goods in 1949 eliminated subsidies to them. 
One wonders, therefore, why the total appropriation for industry 
from the 1949 budget (75.5 billion rubles) minus the appropri- 
ations from the same source into fixed and variable capitals of the 
industry (52.8 and 8.5 billion rubles respectively) still yielded 
a sizable balance (13.9 billion rubles), which must have been 
intended almost exclusively for subsidies (unless it was used for 
the atomic bomb). Subsidies to what? 

The budgetary incomes from turnover taxes declined from 
1948 to 1949 by 3.4 percent. Retail turnover increased 20 per- 
cent by volume, it is officially claimed.” Considering the mod- 
erate price cuts, this implies an increase, though small, in total 
turnover and a certain adjustment of turnover taxes to the in- 
crease in production costs in the face of reduced selling prices. 

With the producers’-goods industries making big profits and 
the consumers’-goods industries having been compensated, if only 
in part, for the additional expenses, one is inclined to assume 

50 See the official evidence in Jasny, The Soviet Economy during the Plan Era, pp. 52-53. 


51 [bid., pp. 54-55. 
52 Report of the Central Statistical Office, Pravda, Jan. 18, 1950. 
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that those types of producers’ goods whose prices never were, and 
still are not, disclosed did not participate in the price rise at all, 
or participated in it only to a small extent. Munitions predomi- 
nate in these goods. 

The assumption that the prices of munitions did not rise in | 
1949, or rose only slightly, is supported by the fact that the direct 
appropriation for the armed forces was raised only from 66.1 
billion rubles (plan for 1948) to 79.1 billion rubles (plan for 
1949; actual expenditure, 79.2 billion rubles). Some expenses 
of the armed forces had inevitably to rise because of the boosts 
in prices of producers’ goods, purchased also by the armed forces, 
and in railway rates. The remainder of the additional appropria- 
tion, if any, obviously did not leave room for an increase in prices 
of munitions at all in proportion to the rise in prices of raw mate- 
rials and in freight rates. Since one has to assume, in view of the 
political developments, that the appropriation for the armed 
forces in physical terms rose substantially in 1949, it seems justi- 
fied to believe that the prices of munitions remained unchanged 
in 1949, 

If it is assumed that munitions shared in the price rises of 
machinery in 1949, it is logical to assume that they also shared 
in the 1950 price reductions. Seeing that the price level of civil- 
ian machinery was cut to below the 1948 level by the two 1950 
price reductions, it would seem extremely unlikely—political 
skies being as dark as they are—that after July 1, 1950 the prices 
of munitions were higher than in 1948. If this analysis is correct, 
the deficit of the munitions industries must be large. The 1951 
budget seems to have provided a considerable—although, as 
usual, undisclosed—fund for such expenses. 


CHAPTER V 


PHANTOM “UNCHANGEABLE 1926-27 PRICES” 


The so-called “unchangeable 1926-27 prices” gradually de- 
teriorated to such an extent that long before their final abolition, 
if they were entirely abolished, data expressed in them did not 
deserve to be called statistics. An idea of the degree of the ever 
increasing exaggeration of these data is indispensable for analysis 
of the Soviet economy, especially in view of the continuing, almost 
universal, use of the indexes expressed in those prices. 

Here we shall designate as real 1926-27 prices either prices 
which actually existed in that year, or, so far as new goods 
or new models of old goods introduced after that year are in 
volved, prices which are in line with the prices of then-existing 
items on the basis of input of direct and indirect labor. The 1926-— 
27 prices used for the most important Soviet indexes and referred 
to as “unchangeable 1926-27 prices” began to depart from the 
real 1926-27 prices soon after the beginning of the Plan era. By 
the time World War II started, over a decade later, while the 
prices used in the indexes still were the real 1926-27 prices for 
some goods, other goods were priced many times higher than 
would have been appropriate, and there was a range downward 
from that degree of exaggeration. The weighted rate of exagger- 
ation continued to rise during and after the war. The great “‘free- 
dom” that writers enjoy in the USSR is well known. Nevertheless, 
the “unchangeable 1926-27 prices” ultimately fell into such 
disrepute that even a Soviet writer could speak slightingly of 
them, as in the sentence: “The industrial output in the so-called 
unchangeable 1926-27 prices is to exceed in 1950 the level of 
1940 by 48 percent” (my italics). 

The habit of referring to the 1926—27 prices used for the in- 
dexes as “unchangeable” developed early in order to emphasize 
the (nonexistent) comparability of the indexes computed in those 
prices. The more the “unchangeable 1926-27 prices” departed 


1 A. M. Alexandroy, Finances and Credit of the USSR (Moscow, 1948), p. 53. 
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from their real base, the more was emphasis put on their “un- 
changeable” nature and the less on the fact that the prices were 
those of 1926-27. Ultimately the 1926-27 prices were often re- 
ferred to simply as “unchangeable,” with utter disregard of the 
fact that the year 1926-27 had anything to do with them.” 

The need creates the thought. The absurdity that rising 
prices were called “unchangeable” fostered the idea that the 
prices involved are unchangeable because, once established (this 
event occurring in any year from 1926-27 nearly to the present 
time), they thereafter remain unchanged. This, of course, is true 
so far as concerns each specific model of a given commodity. 
Price revisions owing to increased production costs did not affect 
the “unchangeable prices.” However, in actual practice, “un- 
changeable prices” of many goods, especially of machinery, 
changed (with the changes in models) more frequently and more 
markedly than the current prices of the basic industrial raw ma- 
terials or the prices paid by the state to the producers of farm 
products—both of these groups of prices not being referred to as 
unchangeable. 

It was shown’ that in 1937 and 1940 all private expenditures 
of the population (including consumption in kind), deflated to 
the real 1926-27 price level, amounted roughly to 23 and 25 
billion rubles respectively. Since the official estimates of the 
national income in “unchangeable 1926-27 prices” are 96.3 and 
128.0 billion rubles respectively, the above figures imply that as 
much as 70 and 100 billion rubles were used in 1937 and 1940 
respectively for investment, armed forces, and other government 
expenses—the last two items not including the wages of the 
personnel or subsistence of the armed forces, already taken care 
of under private expenditures. The conclusion is so obvious an 
absurdity that no other proof is needed that the indexes in “un- 
changeable 1926-27 prices” are great overestimates, that indeed 
the “unchangeable 1926-27 prices” and real 1926-27 prices 
long ago became quite different things. There is, however, plenty 
of other evidence to the same effect. 


2 Ya. Joffe, Planning of Industrial Production (Moscow, 1948), pp. 91 ff.; Voznesenskii, 
War Economy of the USSR during the Patriotic War, pp. 11, 12, and others. 


8 Jasny, The Soviet Economy during the Plan Era; see table on p. 85. 
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The presence of an upward bias in the indexes at 1926-27 
prices has gradually been recognized by almost every student out- 
side the USSR. Even the Economic Commission for Europe of 
the United Nations felt the necessity of mentioning that the 
“method of calculating the general index of production at present 
in use may give a certain upward bias” ;* several statements of 
Soviet economists (but no names) were cited as authority. While 
unofficial authors in the United States and other non-Soviet coun- 
tries mostly do not resort to the qualifications “may” and “cer- 
tain,””® the qualifications most frequently used do not give even a 
faint idea of the true magnitude of the bias. Clark® and Wyler’ 
are conspicuous exceptions. 

Since the true magnitude of the upward bias implied in the 
data in “unchangeable 1926-27 prices” is usually not visualized 
even by those who recognize its existence, the use of official in- 
dexes computed in those prices without adjustment, or with very 
inadequate adjustment, is common practice among students of the 
Soviet economy.” The same is true of the international organiza- 
tions, such as the United Nations, the Food and Agriculture Or- 
ganization, and the International Labour Office.’ Indexes of the 
large-scale industrial output have even been reproduced with two 
decimals—a procedure not usual in the USSR—and thus given 
the outward appearance of material of the highest reliability.” 
On another occasion the indexes of industrial production in post- 


4 United Nations Dept. Econ. Affairs, A Survey of the Economic Situation and Prospects 
of Europe (Geneva, 1948), p. 149. 


5 However, Abram Bergson qualified his corresponding statement with “probably.” See 
“The Fourth Five Year Plan: Heavy versus Consumers’ Goods Industries,” Political Science 
Quarterly, June 1947, LXII, 199-200. Alexander Baykov is even more reserved, admitting only 
that ‘‘it is possible that the figures of [industrial] production expressed in [1926-27] rubles 
tend to show a somewhat greater tempo of increase than would be justified by the physical 
increase.” See Bulletin of Soviet Economic Development (University of Birmingham, Eng- 
land), May 1949, I, 9. 

6 Clark, A Critique of Russian Statistics, and “‘Russian Income and Production Statistics,” 
in Review of Economic Statistics. 

7 Wyler, ‘“‘The National Income of Soviet Russia,” in Social Research. 

8 See Jasny, “Soviet Statistics,’ Review of Economics and Statistics, February 1950, 
XXXII, 92-99. 

9 See Jasny, “International Organizations and Soviet Statistics,” Journal of the American 
Statistical Association, March 1950, XLV, 48-64. 

10 Alexander Gerschenkron, “‘The Soviet Indices of Industrial Production,’ Review of 
Economic Statistics, November 1947, XXIX, 218, and ““The Rate of Industrial Growth in Russia 
since 1885,” in The Tasks of Economic History, Journal of Economic History, Supplement 
VII, 1947, p. 161. 
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war years, available only in the form of percentage increases 
from year to year, were subjected to an algebraic treatment,” 
which would have made sense only if the official data, besides 
being trustworthy, contained decimals, which they do not. 

It is irrelevant that the bias embodied in the official method 
of establishing the “unchangeable 1926-27 prices” of new goods 
was not deliberate from the very start. The distorting effect of 
prices thus established must soon become all too clear to those who 
came into even casual contact with them. Also it does not matter 
that the biasing effect of those prices was pointed out occasionally 
by a few Soviet writers; this occurred in a cautious manner 
in special journals or monographs not widely accessible. The 
distorted indexes in terms of “unchangeable 1926-27 prices” 
have been used exclusively in all official pronouncements, such 
as in laws, in five-year, yearly, and other plans, in statistical 
handbooks, and in reports and speeches of high officials, like 
Stalin’? and Molotov. On none of these occasions was it even 
hinted that the data were not absolutely comparable. On the 
contrary, the “unchangeable” nature of the 1926-27 prices, the 
comparability of data in those prices, was frequently emphasized. 
Joffe, who, with an analysis on pages 91-92 of his book,* dug 
a grave for those prices, displayed on pages 42-52 all the familiar 
Soviet paraphernalia of achievements as reflected in the indexes 
in terms of “unchangeable 1926-27 prices.” 

The upward bias of the 1926-27 prices originated in the 
practice that goods not produced in 1926-27 later came to be 
included in the value computed at “unchangeable 1926-27 
prices” at their cost of production in current prices to each fac- 
tory in the first year of their introduction.” These prices were 
unreasonably high, because in the first year of introduction the 
output of most goods is bound to be more or less in the experi- 
mental stage. After about 1930, another biasing factor was added 


11 Harry Schwartz, “Soviet Postwar Industrial Output,” Journal of Political Economy, 
October 1948, LVI, 438-41. 

12 See Joseph Stalin, Problems of Leninism (11th ed., Moscow, 1947), pp. 441-43, 576. 

13 See, for example, V. Molotov’s report introducing the 3d Five-Year Plan, in Problems 
of Economics, 1939, No. 3, pp. 51-52. 

14 Joffe, Planning of Industrial Production. 

15 See Paul Studenski and Julius Wyler, “National Income Estimates of Soviet Russia— 


Their Distinguishing Characteristics and Problems,” American Economic Revi 
en ee eview, May 1947, 
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in that inflation was raising all production costs, and consequently 
also the production costs of new commodities. A 1935 current 
price of a new commodity would be higher than its 1930 price 
would have been had it then been produced. 

Sometime during the 2d Plan Period, the practice of setting 
“unchangeable 1926-27 prices” on new goods was changed in 
that they were established not for and by each factory, but uni- 
formly for all factories and by the central government.’* How- 
ever, the prices continued to be established on the basis of cost in 
the year they were established. Joffe, an authoritative writer, 
said in 1948: 


If there is no established unchangeable [1926-27] price on certain goods, for 
example, on products not produced before, the unchangeable price is based on 
the planned cost of production for a time of established mass production with 
a correction.1* 


Joffe neglected to explain the type of correction involved, but he 
added (p. 92) that, while a correction is made, the established 
unchangeable prices “differ little from the prices of the current 
years.” 

The preceding discussion pertains to industrial products. 
No 1926-27 price of a new farm product has been discovered. 
The existence of such prices in print is very unlikely, since the 
calculation of the agricultural output in 1926-27 prices is, or 
was, reserved for the Central Office of National-Economic Ac- 
counting of the Gosplan. Nor is it possible with reference to such 
new farm products as rubber plants, certain minor oilseeds, or 
certain aromatic plants, which account for a negligible propor- 
tion of the total agricultural output, to discover any overesti- 
mation of them in terms of 1926-27 prices by way of analysis 
of the data on values of total agricultural production or even 
values of all technical crops, the group which includes the new 
items. Yet in view of the established practice with reference to 
industrial products, it seems rather improbable that, in comput- 
ing the value of the agricultural production, the central statistical 


16 According to the second edition of the Dictionary-Handbook on Social-Economic Sta- 
tistics, p. 79, the change in the system occurred in 1933. However, according to D. Savinskii 
(Course of Industrial Statistics, Moscow, 1949, pp. 86-87), the transition from individual to 
all-Union 1926-27 prices of new goods occurred in 1936, and then only for the majority of such 
goods. 

17 Joffe, op. cit., p. 91. 
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agency would neglect this easy way of boosting output. Along 
with the new crops, new breeds of animals, possibly also new 
seed, might well be regarded as new products and have high “‘un- 
changeable 1926-27 prices” assigned to them. 

Having felt certain that the official indexes in “unchangeable 
1926-27 prices” are great exaggerations, the present writer spent 
months in search of material which at once would serve as proof 
of the exaggeration and would also permit a reasonably exact 
appraisal of its extent. A number of possible approaches were 
tried: prices of the same goods in both “unchangeable” and 
current prices were located; increases in output of finished goods 
in “unchangeable prices” were related to the increases in output 
of raw materials in physical terms and in transported freight; 
values of output at current prices were reconstructed via official 
data on the distribution of the production costs by items for the 
later deflation with the help of price indexes; the rise in the pro- 
portion of contribution of industry to national income (added 
value) to the gross value of the industrial output in “unchange- 
able 1926-27 prices” checked on its probability; and so on. Last 
but not least, the Soviet material was scanned closely for slips 
which would disclose the results of recalculations (undoubtedly 
in existence) of the fake official figures to real ones by Soviet 
officials themselves.”* 

Not all the time so spent was wasted. But the significance of 
the findings was much reduced after access to the supplement to 
the 1941 Plan became possible. This volume, released with the 
instruction “‘not to be disclosed,” contains data on the value of 
the industrial output in both “unchangeable 1926-27” and cur- 
rent prices, together with estimates of production costs in current 
prices. In their aggregate, these data fully disclose the mislead- 
ing nature of the “unchangeable 1926-27 prices.” 


INDUSTRIAL OUTPUT ACCORDING TO THE 194] PLAN 
The pertinent data from the supplement to the 1941 Plan are 


presented in Appendix Table III. The value of the total industrial 
output (planned for 1941) at current prices there appears to be 


18 The first results of this search were presented in Jasny, ‘“‘Intricacies of Russian Na- 
tional-Income Indexes,” Journal of Political Economy, August 1947, LV, 299-322. 
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about 2.5-fold that at “unchangeable 1926-27 prices.” But this 
is, in the first instance, a reflection of the proceeds of turnover 
taxes, which are present in the estimate at “unchangeable 1926— 
27 prices” only to a small extent but which make up a large part 
of the value in current prices. If the output of the six commissar- 
iats mainly engaged in the output of consumers’ goods and of the 
Commissariat of the Petroleum Industry, wherein turnover taxes 
(in output at current prices) bulk largest, is deducted from the 
total output, the balance is 117.5 billion rubles at “unchange- 
able 1926-27 prices” and 170.7 billion rubles at current prices. 
Thus the excess of the value in current prices over that in “un- 
changeable prices”’ shrinks from 2.5-fold to less than 1.5-fold. 
But the value of the industrial output at current prices still con- 
tains a considerable amount of turnover taxes even after the output 
of the seven commissariats has been deducted. 

It may be stated at this point that in 1940 the prices of all 
producers’ goods, tax-free, were about 150-175 percent above 
those of 1926-27. If this percentage is applied to the above bal- 
ance of 170.7 billion rubles, the value of the industrial output 
represented by it appears to have been only 60-68 billion rubles 
at real 1926-27 prices. The total value of all output of industry 
at real 1926-27 prices seems unlikely to have been very much 
higher than this; for, although the value of the output of the seven 
commissariats would have to be added, part of the turnover taxes 
still present in the value of the output at current prices of the 
remaining agencies would have to be subtracted.” 

Machinery.—The primary item in overestimation of the 
growth of industrial output in terms of “unchangeable 1926-27 
prices” is machinery. This overestimation turned out so large as 
to exceed the writer’s expectations. Those who had the data on 
machinery output in both “unchangeable 1926-27 prices” and 
current prices, and yet used the former for the computations of 
indexes of industrial production, are guilty not of ignorance or 
negligence but of deliberate falsification; but, of course, in the 
USSR they have no choice. Let us tabulate the data specifically 
on machinery, without and with the output of the defense indus- 


19 Not in full, because the real 1926-27 prices also contain moderate amounts of tax 
incomes. 
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tries, most of which also are classed as machinery in the USSR 
(data in million rubles, from Appendix Table III): 


Value, Production Value, 
“unchangeable costs, current 
Commissariat 1926-27 current prices 

: prices” prices 
Heavy machinery .......... 3,780 4,440 4,752 
Intermediate machinery .... 8,850 8,750 9,810 
General machinery ........ 2,730 2,440 2,875 
Electric industry .......... 4,141 3,676 4,032 
otal Bacau tea ee oe 19,501 19,306 21,469 
Defense industries ......... 31,880 32,838 — 40,300 
Grand total ........... 51,381 52,144 61,769 


Thus, in spite of the considerable intervening inflation, the 
production costs of machinery in 1941 as planned, were equal to 
its value in “unchangeable 1926-27 prices.” The difference was 
small in the case of machinery including munitions. The value of 
the output in “unchangeable 1926-27 prices” was only 9 percent 
below the value of the civilian machinery in current wholesale 
prices in 1941, of which a little over 1 percent was turnover tax.” 
Furthermore, the data on the value of machinery in “unchange- 
able 1926-27 prices” and in current prices, in conjunction with 
the evidence of the 1941 Plan on the expected reduction in pro- 
duction costs, indicate that in 1940 the value of the output of 
civilian machinery in current prices was at most only a little 
higher than in “unchangeable 1926-27 prices.” 

The price index of civilian machinery stood at about 190 
(1926-27 = 100) in 1940, according to the writer’s computa- 
tions. Hence, the output-of civilian machinery was overvalued in 
“unchangeable 1926-27 prices” by almost the 90 percent in 1940. 

The 1941] returns for munitions in current prices were sched- 
uled to be higher than in “unchangeable 1926-27 prices” by 
26.4 percent, and the cut in production costs was set at 11 per- 
cent. Hence, assuming no changes in the prices of munitions in 
1940, or similar changes in “unchangeable 1926-27 prices” and 
current prices, the current prices of munitions were only a little 
more than 10 percent above the “unchangeable 1926-27 prices” 
in 1940. But the weighted current prices of munitions in 1940 


20 Machinery in general paid a tax of 1 percent. The consumers’ goods with high taxes 


produced by the four commissariats represented a negligible share of their total output. See 
1941 Plan, Supplement, p. 168. 
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are likely to have been higher than those of machinery, relative to 
the 1926-27 base; i.e., their increase is likely to have been larger 
than 90 percent. For “munitions” include such goods as cloth- 
ing, which, even if taxed as occupational clothing (for the prices 
of occupational clothing, see p. 41), had risen in price perhaps 
d-fold since 1926-27. Moreover, it is possible that even such 
munitions as are classed as machinery in the USSR included in 
1940, on the average, more new models than did civilian ma- 
chinery and were, therefore, relatively more expensive in current 
prices than the latter. Hence the overvaluation of the output of all 
munitions in “unchangeable 1926-27 prices” may not have been 
smaller than it was in the case of civilian machinery, in spite of 
the greater profit shown by munitions in current prices in the 1941 
Plan. They may indeed have been overvalued more. 

Thus the overestimation of civilian machinery and munitions 
alone brought about an exaggeration of the value of the total 
1941 industrial output in “unchangeable 1926-27 prices,”’ as 
scheduled in the 1941 Plan, of close to 25 billion rubles. The 
corresponding figure for 1940 was less in proportion to the 
smaller output of these industries in that year. 

Other groups of commodities——tThe great overvaluation of 
machinery (including armaments) in “unchangeable 1926-27 
prices” was obvious from the otherwise unexplainable tremendous 
increase in its output in those prices relative to increase in output 
of raw materials in physical terms.”* It was, however, impossible 
to demonstrate the similar overestimation of other goods by such 
a direct approach. The 1941 Plan, Supplement, is particularly 
valuable because it shatters the idea that machines were the only 
goods overvalued in “unchangeable 1926-27 prices.” Machinery 
turns out to have been merely the most conspicuous and the most 
overestimated category of goods. The data of the Plan show a 
more or less substantial overestimation for all commissariats or 
other agencies whose output is sufficiently free of turnover tax to 
permit interpretation—with only one exception (nonferrous 
metals). 

The 1940 value of output of the Commissariat of Coal in 
terms of “unchangeable 1926-27 prices” exceeds that in current 


21 Jasny, “Intricacies of Russian National-Income Indexes,” Journal of Political Economy, 
August 1947, Vol. LV, Chart I, p. 314. 
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rubles by only 133 percent, although even the prices of the 
principal coals on the average increased more than 3-fold after 
1926-27 and the prices of secondary coals rose even more.” 
Either some secondary coals not produced in 1926-27 were 
valued very high in “unchangeable 1926-27 prices,” or some 
agencies were receiving secret discounts from the prevailing of- 
ficial prices. The first possibility seems the more likely. 

The ratio between the 1940 values in the two sets of prices for 
the iron industry (2.1 to 1), as shown in Appendix Table II, is 
also less than the price rise of common steel between 1926-27 
and 1940.” This makes probable very high “unchangeable 
1926-27 prices” on steels, the output of which started some time 
after 1926-27 (mainly high-quality steels). 

The value of the output of the Commissariat of Building 
Materials—which does not take care of forestry products—in 
current prices was expected, in the 1941 Plan, to exceed that in 
“unchangeable 1926-27 prices” by only 75 percent, in spite of 
the fact that the index of the current prices of building materials 
other than lumber and timber stood at perhaps 250 (1926-27 = 
100) and that part of the output of this commissariat was to be 
sold in the “broad market” at high prices. 

The ratio of the value of forestry products in current prices 
to that in “unchangeable 1926-27 prices,” 2.1 to 1 as shown 
in Appendix Table III, is fairly in line with the increase in cur- 
rent prices of these materials as sold to state enterprises and 
organizations. But a substantial part (by value) of the output 
of forestry products is sold to private consumers at high prices. 
Thus the weighted return for all these products at current prices 
rose after 1926-27 measurably more than in the proportion of 
2.1 to 1; and this of course implies an overestimate of the output 
of the Commissariat of Forestry Products in “unchangeable 
1926-27 prices.” 

Similar comparisons, which need not be gone into here, would 
show overestimations in “unchangeable 1926-27 prices” for the 
Commissariats of Chemical Industry and of Paper Indus- 


22 For specific data see Jasny, Soviet Prices of Producers’ Goods, chapter iv. 

23 For specific data see ibid., chapter v. 

24 With reference to the current prices and production costs of the chemical industry, it 
must be considered that some of its products, such as varnish, are extremely heavily taxed and 
that the taxes on the raw materials greatly affect the costs of this commissariat. The large 
proportion of turnover tax in the value of the chemical industry at current prices is evident 
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try.” A comparison of the value in “unchangeable 1926-27 
prices” and production costs in current prices indicates an over- 
estimate also of the output of the Commissariat of Petroleum 
Products. 

Nonferrous metals are the exception mentioned above. There 
seems not to have been as large an increase in current prices of 
nonferrous metals as is shown in the ratio of the value in current 
prices in the 1941 Plan to that in “unchangeable 1926-27 prices.” 
The writer is unable to explain the discrepancy.” 

It is not helpful here to analyze similarly the output of other 
commissariats, because the share of turnover tax in the value of 
their output at current prices, and even in their production costs, 
was too large to permit significant conclusions. 

Individual commodities —Since the values of the 1941 out- 
put were expected to be only a little lower at current than at 
“unchangeable 1926-27 prices” for whole commissariats, and 
the same was true even of expected production costs, the “un- 
changeable 1926—27 prices” of certain individual commodities 
must have greatly exceeded both their production costs and their 
current prices. Unfortunately, only a few isolated figures could 
be uncovered, all of them pertaining to motor vehicles. 

The KhTZ tractor, a wheel tractor of 15 horsepower on the 
hook, a reproduction of the 15/30 of the International Harvester 
Company, was introduced in 1931 and had an “unchangeable 
1926-27 price”’ of about 5,500 rubles.” Its production cost in 
1935, however, was only 3,106 rubles.” The production costs of 
the truck GAZ-AA, whose “unchangeable 1926-27 price” may 
have been over 11,000 rubles,” was 9,743 rubles in 1932. This 
declined to 4,993 rubles in 1933.*° In 1935, it was 3,525 rubles, 
and in January-February 1936, only 3,385 rubles." The pro- 
duction cost of the truck ZIS-5, introduced in 1933 and having an 


from the fact that the 1941 Plan expected for it the large yearly output of 28,855 rubles (cur- 
rent prices) per worker (see 1941 Plan, Supplement, p. 517). 

25 Paper which goes to the private consumer is, of course, heavily taxed, and this raises 
the difference between “unchangeable 1926-27 prices” and current prices. 

26 The output of the high-priced consumers’ goods by the Commissariat of Nonferrous 
Metals was too small to have been of importance. See 1941 Plan, Supplement, p. 168. 

27 Jasny, The Socialized Agriculture of the USSR, pp. 719-21. 

28 Plan, 1936, No. 9, p. 8. 

29 Jasny, The Socialized Agriculture of the USSR, pp. 718-19. 

30 S. Rozovskii, “Machine Industry and Metal Processing in 1934,” Planned Economy, 
1934, Nos. 5-6, p. 38. 

31 Plan, 1936, No. 9, p. 8. The source speaks simply of the GAZ trucks, but apparently 
no other GAZ trucks than the GAZ-AA were produced then. 
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“unchangeable 1926-27 price” of 11,000 rubles, was only 4,764 
rubles in 1935, i.e., merely two years after introduction, Bees 
ing to the same source. 

Although the vehicles were sold at a profit, the selling prices 
in the inflated current prices were also regularly and substantially 
below the “unchangeable 1926-27 prices.” In 1936, the tractor 
KhTZ was sold for 4,105 rubles, the truck GAZ-AA for 5,878 
rubles, and the truck ZIS-5 for 10,200 rubles.*” The GAZ-AA was 
selling for 7,000 rubles, considerably below its “unchangeable 
1926-27 price,” as late as the end of 1945,*° in spite of repeated 
increases in the prices of raw materials and the continued rise in 
wages. 

With reference to some other individual goods, notably other 
machines, a great excess of their “unchangeable 1926-27 prices” 
over their current prices is made certain by the persistent claims 
of great cuts in production costs. A good gets its “unchangeable 
1926-27 price”’ in the year of introduction at about the level of 
its production cost and current price. Production costs of many 
new goods decline sharply in succeeding years, and the current 
price may be sliced proportionately, but the “unchangeable 
1926-27 price” remains standing like a rock. 

Soviet cost-of-production data computed at current prices 
are understandable only if one considers that after 1932, pos- 
sibly also in earlier years, the official computations are made for 
the so-called comparable output, i.e., for goods produced in both 
years or periods for which the comparison is made. Goods in- 
troduced in the second of the years or periods, i.e., those with the 
highest costs, are not in the comparison. Price and other cost 
increases are not allowed to affect the comparison. These widely 
advertised production-cost data are among the most misleading 
in Soviet statistics. Year after year, cuts in production costs of 
such proportions are claimed that ultimately almost no costs what- 
soever would have been involved. Cost reductions, incidentally, 
are specified even when their source is obviously deterioration 
of quality. Illustrations are the increased content of water in 
bread and sausage; reduction in the thickness of walls of houses 
beyond what is tolerable for the climate; use of inferior substi- 


32 Trust Mosgortop, Reference Book of Prices (Moscow, 1936), p. 7. 
33 Government Order No. 14298-p of Sept. 26, 1945. 


PHANTOM “UNCHANGEABLE 1926-27 PRICES” 105 


tutes, especially in the early ’thirties and during the recent war; 
etc. But all this is minor. The principal reason for the remark- 
able phenomenon is that the high production costs in the first year 
of introduction of specific models are permitted to affect the figure 
in the first period for which the comparison is made but do not 
affect the figure for the second such period. 

While the nature of the Soviet cost-of-production data pre- 
cludes their use for ascertaining changes in labor productivity, 
they are usable for the purpose for which they are employed here, 
since they throw light on reductions in the cost of newly intro- 
duced machines in subsequent years. One must, of course, be 
careful even in this use. 

Data on the reductions in production costs of machinery are 
most illuminating. The production costs of “general machinery” 
declined by 32.0 percent during the Ist Plan Period, of electrical 
equipment even by 36 percent (in 1925-32 the decline in the 
latter is supposed to have amounted to 75 percent).** According 
to the author quoted in the footnote, production costs in machine 
output were declining year after year between 1924-25 and 1932. 
Strong declines continued also in the succeeding Five-Year 
Plan Periods (in 1935 and 1936 with greatly increased force) *° 
and during the war, and are still in progress.** All this obviously 
could have taken place only because the composition of the ma- 
chine output for which the computations were made was changing 
rapidly. According to Joffe, the comparable machine output in 
any one year is only 50-60 percent of the total.*’ 

The claimed savings in production costs were mostly at the 
expense of newly introduced machines. The same source, from 
which the cut in production costs of the GAZ-AA in 1933 was cited 
above, mentioned four other machines, or their parts, with de- 
clines in production costs of 42.3, 44.6, 57.2, and 60.1 percent 
in one year. Rozovskii, the author, himself emphasized that 
new machines played a very great role in the fact that the plan for 


34Sh. Turetskii, “To the Analysis of Qualitative Indicators of National Economy,” 
Planned Economy, 1934, No. 7, p. 103. 

35 Turetskii, Intra-Industrial Accumulations in the USSR, pp. 24-27. 

36 [bid., pp. 161, 222. 

37 Joffe, op. cit., p. 107. In 1940, the machine output directly comparable in production 
costs to that of 1932 amounted to 30 percent of the total. See Turetskii, Intra-Industrial Ac- 
cumulations in the USSR, p. 380. 


106 THE SOVIET PRICE SYSTEM 


reducing production costs in machinery output in 1933 could even 
have been exceeded. 

Analysis of a great deal of data on machinery prices for Soviet 
Prices of Producers’ Goods shows the persistent tendency for new 

models of machines to retain their current prices for many years 

in spite of the inflation. Even reductions in prices were not rare; 
and some of these were drastic. Steam turbines of 25,000 horse- 
power cost 33-40 percent less in 1940 than in 1932—an addi- 
tional indication of the high selling price established when the 
model was first introduced. In 1932 the “unchangeable 1926-27 
prices” equaled or, in any case, differed little from the selling 
prices, but they remained at this high level subsequently even 
though production costs and selling prices declined. 

Individual armaments.—The possibility exists that certain 
types of munitions, the output of which expanded greatly during 
the war (a fact that makes the topic important), were even more 
overvalued in 1940 in terms of “unchangeable 1926-27 prices” 
than were corresponding types of civilian machinery. The ex- 
planation would again be that these types of munitions were intro- 
duced later and they naturally carried higher “unchangeable 
1926-27 prices” than comparable types of civilian machinery, 
unless there was a deliberate policy to undervalue munitions. The 
only available Soviet evidence seems at first glance to point to- 
ward such a policy, though further analysis makes one doubt it. 
Turetskii writes: 

The labor requirements of a tractor exceed those of a middle-sized tank; 
the labor requirements of a tank exceed those of a middle-sized cannon; the 
labor requirements of farm machinery are greater than those of ammunition, 
and so on. To produce civilian machinery for the sum of 1,000 rubles, 1.4— 


1.7 times as much labor was used before the war as on the output for the 
same sum in unchangeable [1926-27] prices of munitions during the war.?® 


At a later point he says: 


The input of new labor for the output of a locomotive and tractor‘is 1.7 to 
2-fold higher than the input of labor on the output of a tank (per 100 rubles of 
gross production in unchangeable [1926-27] prices), and the total input 
[cost] is correspondingly higher . . . by 40-50 percent.?® 


As can be observed, Turetskii compares the input of labor 


88 Turetskii, Intra-Industrial Accumulations in the USSR, p. 169. 
39 Ibid., p. 377. 
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into civilian machinery and the production costs before the war 
with the same factors for munitions during the war. Very large 
cuts in production costs and increases in labor productivity are, 
however, claimed for the munitions industry during the war years. 
Again according to Turetskii,” the input of labor into the most 
important types of munitions was, on the average, cut at least 40 
percent." The production costs in the whole machinery industry 
(certainly including most of the munitions and ultimately con- 
sisting almost exclusively of munitions) are supposed to have 
declined 24 percent from 1940 to 1941, 17 percent from 1941 to 
1942, and a further 9 percent from 1942 to 1943. The aggregate 
of these percentages is a decline of not less than 42.6 percent 
from 1940 to 1943. 

A few months ago the writer would not have ventured to say 
that these percentages, and especially their aggregate, are absurd; 
now, having seen the 1941 Plan, he can say it confidently. Under 
the assumption of absence of hostilities and consequently the con- 
tinuation of the normal functioning of the economic apparatus, 
the Plan scheduled declines in production costs of 11.1 percent 
for munitions and 5.3-—8.0 percent for the various commissariats 
of civilian machinery.** It would obviously be unreasonable to 
assume that production costs of all machinery (including arma- 
ments) declined 17 percent in that year in spite of complete dis- 
organization in its second half—disorganization known from 
various sources and officially acknowledged in Voznesenskii’s 
book. The claimed big declines in production costs and labor 
input into the munitions during the war are another demonstration 
that the Soviet indexes of production costs and labor productivity 
are very poor—so poor, indeed, that they do not deserve to be 


called indexes. 


40 Turetskii, Intra-Industrial Accumulations in the USSR, p. 88, 

41 See in Voznesenskii, Var Economy of the USSR during the Patriotic War, (pp. 114— 
15) data on the large reductions of labor input in certain individual armaments (certainly in 
those which showed the greatest increases). 

42 [bid., p. 134. 

43 The figure is so fantastic that one would have to assume some trick in Voznesenskii’s 
wording and that actually the decline in costs as officially counted was only by 24.5 percent 
(this interpretation would imply an increase in costs from 1941 to 1942). But Turetskii 
Untra-Industrial Accumulations in the USSR p. 100), gives the same data as Voznesenskii 
and does this in a form which excludes any other interpretation than that of a decline of 42.6 
percent. 

44 Part of this, such as automotive vehicles, also was destined for military purposes. 
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Turetskii himself says, with reference to his comparisons of 
production costs and labor input for civilian production before the 
war and for the munitions output during or after the war only, 
that “such comparison is not entirely justified.””*° If he had taken 
literally the official data on the cuts in production costs and labor 
input in the munitions output during the war, he would have ab- 
stained from comparisons altogether. 

Thus, while all this is very uncertain, we are inclined to as- 
sume that in 1940 the munitions industry was putting out certain 
new goods more overpriced in “unchangeable 1926-27 prices” 
than similar civilian products. The fact that the 1941 Plan ex- 
pected the greatest cuts in production costs in the munitions in- 
dustry (11.1 percent as against 5.3—8.0 percent for machinery 
of the various commissariats and 3.7 percent for the whole out- 
put of the industrial commissariats)** is additional evidence. 
New armaments may have been overpriced relative to similar 
machinery in current prices as well.” 


GOALS AND ACHIEVEMENTS IN MONETARY 
AND IN PHYSICAL TERMS 


Huge disparities can be observed between increases in indus- 
trial output computed at “wnchangeable 1926-27 prices” and in- 
creases in output of the principal raw materials measured in 
physical terms. The increases in physical terms are by far the 
lower. Disparities are especially large between increases in the 
output of machinery in money terms, and output of steel and 
coal in physical terms.** All the improvements in the utilization 
of fuel and raw materials and the increases in the rate of fabri- 
cation of raw materials can account for only a fraction of the 
great discrepancies observed. 


45 Turetskii, Intra-Industrial Accumulations in the USSR, p. 169. 


46 As usual, the cuts were expected and made primarily at the expense of recently in- 
troduced goods, See, for example, Turetskii, Intra-Industrial Accumulations in the USSR, 
p. 102. 

47 The writer has not forgotten that the total output of the commissariats of the defense 
industries appeared substantially less overpriced in “unchangeable 1926-27 prices” relative 
to current prices than did the outputs of the commissariats for civilian machinery (see tabu- 
lation, p. 100). This, however, may have been due to the fact that the output of the commis- 
sariats of defense industries included many goods other than armaments and munitions, 
the current prices of which were greatly in excess of the “unchangeable 1926-27 prices.” 

48 See the upper part of Chart I in Jasny, “Intricacies of Russian National-Income 
Indexes,” Journal of Political Economy, August 1947, LV, 314. 
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Moreover, the disparities are great also between the rates of 
fulfillment or nonfulfillment of the planned goals in money terms 
(1926-27 prices) and of the goals for the same goods in physical 
terms. It can clearly be demonstrated for a great number of items 
that goal fulfillment of the first three Five-Year Plans in physical 
terms was rare, and that the extent of shortfall was normally 
large. This was true of industrial goods* as well as of others. In 
terms of “unchangeable 1926-27 prices,”’ however, the goal of 
the 2d Plan for industrial production was exceeded, while the 
shortfalls during the 1st Plan Period and during the peace years 
of the 3d Plan Period were negligible, as shown by the following 
figures (increases planned and attained in billion rubles at “un- 
changeable 1926-27 prices’’) : 


Period Goal Fulfillment 
ctr blan Ceriod sat ee een. 26.0° 2512 
OdePlan: Periodistas te ere sate ee 49 .9° Speer 
3d Plan Period (peace years) .......... 44.2% 43 .0° 


* Data for 1932-33. 

> Data for 1932. 

¢ Data for 1937. 

4Data for 1940. Half of the total goal for 1942 was assumed to have been 
the goal for 1940. 

© Data for 1940. 


Not less revealing is the fact that vis-a-vis the great shortfalls 
in physical terms of the goals for all economic branches, with the 
sole exception of railway transport, the goals for national income 
in “unchangeable 1926-27 prices’’ were missed only by moderate 
or relatively moderate margins (increases in billion rubles at 
“unchangeable 1926-27 prices’) : 


Period Goal Fulfillment 
ste Plane Perlodteck ae. okelicacs wets ae see 25.3 PAlad! 
OO dePlane P EviOdrs atcetners cl ee citer aris 54.7 50.8 
3d Plan Period (peace years).......... 38.6 lea 


See footnotes to preceding tabulation. 


The reasons why the goals for industrial output in money 
terms could be exceeded, reached, or missed by only small mar- 
gins, while the goals were not fulfilled in physical terms, are that 
the physical units, of course, remained unchanged while the 
monetary units did not. So far as the computation in “unchange- 


49 See the table on p. 20 in Jasny, The Soviet Economy during the Plan Era. 
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able 1926-27 prices” is concerned, the goals were stated in the 
“unchangeable prices” of the base year of each Plan, while the 
fulfillments were expressed in the higher “unchangeable prices” 
in force in the last year of the respective Plan Period. Enlarged 
rates of fabrication could have been of some importance in the 
disparities between the increase in physical terms and money 
terms only during the 1st Plan Period, the degree of fabrication 
of certain goods having been expanded beyond what was planned. 

So far as national income is concerned, numerous manipula- 
tions were needed, in addition to the manipulation implicit in the 
use of “unchangeable 1926-27 prices,” in order that the goals in 
money terms might be nearly reached, in spite of the failures and 
shortfalls for practically every important item in physical terms. 


BIAS OF THE “UNCHANGEABLE 1926-27 PRICES” 
AS REVEALED BY SOVIET STUDIES 


One rather naturally seeks, in studying Soviet data, for some 
sort of inadvertent disclosure which at a stroke would indicate 
the bias of the “unchangeable 1926-27 prices,” for obviously 
the Soviet analysts had to know the bias, they knew it, and they 
use this knowledge in their analyses. The necessary informa- 
tion was found in Soviet computations on the size of Soviet indus- 
trial output and national income in comparison with those of other 
countries, specifically the United States. The computations in- 
volved are obviously of an official character.” 

These data leave no doubt whatever concerning the existence 


50 One sometimes reads of ‘“‘Jasny’s estimates” of Soviet grain production in the 
thirties. This is inexact. While different approaches toward the estimating have been used 
by me, the basic one was a reconstruction from statements of Soviet authors who had the 
correct figures before their eyes. They stated only the percentages, not realizing the number of 
conclusions that could be drawn from them. Moreover, who knows but that some statistician 
was deathly tired of all the prescribed concealment and did not care if an observant reader 
went beyond what was offered him. 

51 USSR Gosplan, Institute of Economic Investigations, USSR and the Capitalist World 
(1st ed., Moscow, 1934), p. 28; Ya. Joffe, USSR and the Capitalist Countries (Moscow, 1939), 
pp. 8, 10, 20, a new edition of the 1934 publication; and M. Kolganov, “National Income of 
the U.S.S.R. and the Fundamental Economic Task,” Problems of Economics, 1940, No. 4. 
The computations were apparently made by the Institute of Economics of the Academy 
of Sciences of the USSR alone or in co-operation with the Central Office of National-Eco- 
nomic Accounting of the Gosplan. The same data were used without mention of source by 
A. Notkin in Problems of Economics, 1940, No. 10, p. 49, as if they were common property. 
P. A. Baran’s assumption (“National Income and Product of the U.S.S.R. in 1940,” Review 
of Economic Statistics, November 1947, XXIX, 230) that “Kolganoy ventured .. . estimates 
of national income for the U.S.S.R. and the U.S.A... .” is unlikely to be correct, for all 
these estimates are part of a big official study, in which Kolganov might or might not have 
participated along with others. 
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of a substantial upward bias in the “unchangeable 1926-27 
prices.” They also permit conclusions about the extent of over- 
estimation. The writer’s interpretation was that according to those 
data the “unchangeable 1926-27 prices” of industrial products 
by 1937 averaged about 50 percent higher than the real 1926-27 
prices of those products.” This conclusion, originally arrived at 
without exhaustive investigation, was later substantiated by 
analysis which took a number of years to complete.” The pro- 
cedure now is far from commanding the importance it rightfully 
had when it appeared. 


CHANGES IN THE BIAS 


With respect to the bias in “unchangeable 1926-27 prices” 
arising from overpricing new goods, Bergson voiced the following 
opinion: . 

It is believed that this error materialized mainly in the prewar period, and 
probably for the most part in the period of the First Five-Year Plan. Hence the 


official figures may be used to measure roughly the changes in production in 
the period considered in this study, 1940—50.°¢ 


According to another writer, the bias exaggerates “mainly the 
industrial growth during the first and part of the second Five- 
Year Plans when an important part of total output had to be 
attributed to new products.” 

Actually, the bias was in operation all through the first two 
Plan Periods, though little of it, if any, was in the first two years. 
It increased greatly after 1939, and attained huge proportions 
during the war. With the return of peace, there was first, in 1946, 
a strong deflation (in terms of “unchangeable 1926-27 prices,” 
it must be noted!). Later the upward bias resumed its effect, but 
until 1949 it was probably smaller than in any other period. 


52 This interpretation is implied in the fact that the 1934 edition of USSR and the 
Capitalist World estimated the share of the Soviet industrial production in world output in 
1928 at 10.5 percent, while according to the 1939 edition it was only 6.7 percent. For the 
reasoning, see Jasny, “Intricacies of Russian National-Income Indexes,” Journal of Political 
Economy, August 1947, pp. 307-10. 

58 Baran (op. cit.) used the same material for computing the 1937 Soviet national income 
in dollars. However, he failed to express the conclusion, obviously implied in the data, that 
the Soviet national income is greatly exaggerated. See also The Soviet Economy during the 
Plan Era, pp. 38-39. 

54 Bergson, “The Fourth Five Year Plan: Heavy versus Consumers’ Goods Industries,” 
Political Science Quarterly, June 1947, LXII, 200. 


55Baran, op. cit., pp. 227-28. 
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The upward bias of the “unchangeable 1926-27 prices” was 
prevented from disappearing, indeed from slackening, and grad- 
ually has been made even stronger by a number of factors in 
addition to the continued introduction of new goods. As is natural, 
the output of the most important new goods, like tractors and 
automobiles, has been expanding considerably faster than the 
output of all industrial goods taken together. Another factor 
which tended to keep the bias alive was the ever growing inflation. 
The prices of all producers’ goods, with the turnover tax excluded, 
rose perhaps 3-fold from 1930 to 1940." If, in 1930, a new 
good was given an “unchangeable 1926-27 price” equivalent 
to double the price which it might reasonably have had in that 
year relative to the prices of other goods, this “unchangeable 
price” would have been not quite double the price the good 
should have had in real 1926-27 prices. A similar overvaluation 
by 100 percent, in 1940, was equivalent to putting on the good 
an unchangeable 1926-27 price about 5-fold the price the good 
should have in real 1926-27 prices. Even if it be assumed that 
the “unchangeable 1926-27 prices” of new goods did not exceed 
the fair prices of these goods in 1940 by so much (in percentage 
terms) as in 1930, the “unchangeable 1926-27 prices’’ of such 
goods must inevitably have been much higher relatively—at least 
2-fold higher—in 1940 than in 1930. 

Joffe’s book published in 1948 implied a big bias, not in the 
distant past but at the very time of his writing. Joffe said of the 
“unchangeable 1926-27 prices” of the machine industry: 

In so far as the share of new production is exceptionally high in the 
machine industry and their prices are established on the basis of the cost of 


production of the present year with a correction, these prices in the majority 
of cases differ little from the prices of current years.®” 


The prices of current years obviously must have been high in view 
of the growth of inflation. In 1948, the output of the machine in- 
dustry computed at “unchangeable 1926-27 prices” may have 
amounted to about one-third of the total industrial output com- 
puted at those prices. Hence the bias of the “unchangeable 1926— 
27 prices” would have been large for the whole industry, even in 


56 See Jasny, Soviet Prices of Producers’ Goods, chapter i. 
57 Joffe, op. cit., p. 92. 


PHANTOM “UNCHANGEABLE 1926-27 PRICES” 113 


the obviously improbable case that nothing but machinery, here 
including armaments, was overvalued.” 

When Baran stated that the bias operated mainly in the 1st 
and part of the 2d Plan Periods, he apparently thought that over- 
valuation was involved only with reference to entirely new goods. 
Joffe’s evidence fully confirms the writer’s view that the new 
products for which prices are established in the distorted way de- 
scribed above are not limited to entirely new goods, such as motor 
vehicles or synthetic rubber, but that each new model of each com- 
modity, even such as new models of locomotives, railway cars, 
ships, etc., is tagged with new “unchangeable 1926-27 prices” of 
the described type and in the described way.” Negligible changes 
in design—frequently made on purpose—sufiice for assigning a 
new and much higher “unchangeable 1926-27 price.” 

Since the planning of industrial output was in “unchangeable 
1926-27 prices,” it became ever more advantageous for individ- 
ual factories, concerns, and commissariats (now ministries) to 
have a big fraction of their output valued as new output. By over- 
fulfilling the goals in highly valued goods, goals actually missed 
could be proclaimed as gloriously fulfilled or overfulfilled.” The 
tendency to have a large part of the output assigned the status of 
new goods by making unnecessary changes must have become in- 
creasingly irresistible. Thus the number was always increasing 
of commodities included among those not produced in 1926-27, 
and for which new prices more or less close to current prices were 
established. Indeed, in certain branches of industry, no models 
which had been produced in 1926-27 may have been left, say, by 
1940. Joffe’s statement cited on page 112 may be rather obscure, 
but its sense is that in 1948 the “unchangeable 1926-27 prices” of 


58 Abram Bergson, et al., turned to the analysis of postwar developments in “Postwar 
Economic Reconstruction and Development in the U.S.S.R.,” Annals of the American 
Academy of Political and Social Science, May 1949, CCLXIII, 58. There he arrived at the 
conclusion that after three years, that is, by the end of 1948, the wartime decline in national 
product “has been largely made good.” The Soviet claim, however, was that in 1948, i.e., 
approximately in the middle of that year, national income exceeded the prewar level by 14 
percent (see tabulation below, p. 114). Actually national income was still below prewar in 
1948. But even Bergson’s somewhat more favorable appraisal implies that the upward bias of 
the “unchangeable 1926-27 prices’ continued to operate strongly after the war. Bergson 
certainly would not now cling to the idea that “the official figures may be used to measure 
roughly the changes in production in . . . 1940-50” (see above, p. 111). 


59 Jasny, “Intricacies of Russian National-Income Indexes,” p. 305. 
60 See, for example, Joffe, op. cit., p. 92. 
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all or most machines did not differ much from the current prices.” 
To make subsequent analysis understandable, the official esti- 
mates of industrial production and national income” (Soviet con- 
cept) in “unchangeable 1926-27 prices” together with the 
writer’s recalculations, may be properly repeated here from his 
previous study (in billion rubles): 


Industrial output National income 
post Oficial Writer Official Writer 
1928 Miepecter aie i, 21.8 21.8 25.0 25.0 
[DRY Aas eat ckchcsctne 43.5 3600s UP eee siete 
BOS aerssrerteteottsctiens 95.5 62.5 96.3 eer 
LOAD esate Serio e te 137.5¢ 72.0 125202 Shs 
POAC eet Sick ohne eee Ss 76.3 sieht 64.0 
LOMB Sw ek. ten teres lO Co] a ROE HOON 
PQAS Geers ea ciacstalccers 127.0 Li EH Hi line Aer 
LOAG Nee cea eke 105.5 SLSOe Se ere 
OTe Clacton ee 126.7 Oh Ay ne Pees, Mur 
LOA SN ater ieee OOO 70.4) 143.0 60.0 
OB Oe rea ate custry tetas 195.0 81.2 174.1 Sia 
POSO Wee ect ene 239.5 ace 200 5 


Data from Jasny, The Soviet Economy during the Plan Era, p. 22. 

a Assumed to pertain to pre-1939 territory; postwar revision, 138.5 billion. 
b Assumed to pertain to pre-1939 territory; postwar revision, 128.0 billion. 
° Data from here on pertain to all new territory. 


The 1st and 2d Plan Periods.—The rate of inflation of the “‘un- 
changeable 1926-27 prices” was much greater in the 2d than in 
the Ist Plan Period. But contrary to the inflation ratio established 
for both Plan Periods together, which is based on rather thorough 
analysis, partly unpublished, the apportioning of this inflation 
ratio between the Ist and the 2d Plans was effected rather arbi- 
trarily. The actual trend might have been: no bias in the first year 
(1928-29) ;* some bias in 1920-30; strong bias in the last two 


61 See also Turetskii, Intra-Industrial Accumulations in the USSR, p. 375. 

62 Actually, net national product. 

63 This is indicated by a comparison of the decline shown by the indexes of current 
prices for the output of the industry controlled by the VSNKh from 1926-27 to 1928-29 
(Monthly Statistical Bulletin, Moscow, August 1929, pp. 20-21) with the difference in value 
of the same output in 1928-29 and 1926-27 prices (ibid., August-September 1930, pp 108-11). 


The data are as follows (in percent): Satu nk aicote 
of outpu 


Price less in 1928-29 

’ Industry indexes, than 1926-27 
decline prices 
‘Fotalaind astry samc tts sists veleshs oriies arene aeehats 4.2 4.8 
Group A (heavy industry) .................--e0e 4.8 5.1 
Group B (consumers’ goods) ............-seee05 3.6 4.6 


The differences between the changes in the values of output and in price indexes are too small 
to be significant. 


64 The output of the large-scale industry increased from 1928-29 to 1929-30 by 22.9 
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and one-third years of the 1st Plan Period; and probably about as 
strong a bias during the 2d Plan Period. To refute Bergson’s 
statement quoted on page 111, it suffices to draw attention to the 
fantastic alleged increase in industrial output from 66.9 billion 
rubles in 1935 to 85.0 billion rubles in 1936. This jump was 
reflected in a corresponding increase in national income from 
66.5 billion rubles to 86.0 billion, an increase which seemed 
unacceptable even to Baykov® and Studenski,** who reproduced 
all other official estimates of national income without reser- 
vations. 

The 3d Plan Period.—A careful observer should not have 
failed to notice the great intensification of the upward bias after 
the start of armament production on a large scale in the late 
thirties. Output in “unchangeable 1926-27 prices” continued 
to increase at an almost unabated rate, while the rate of increase 
in output in physical terms slackened greatly. The only possible 
explanation was the very high “unchangeable 1926-27 prices” 
on armaments, the share of which in total industrial output was 
rapidly expanding in those years. Data of the 1941 Plan remove 
all doubts on this point. The output of the four commissariats 
grouped together as defense industries was as follows in billion 
rubles at “unchangeable 1926-27 prices”: 


eee oe ron wae PRON SCE ty) aE 11.6 
OGG goal toe ae ieee Loerur 0 a8 16.9 
SOL aMeoal Bat eee is 31.9 


Data for 1938 and 1939 from the leader “For a Bolshevist Ful- 
fillment of the 1940 Plan,” Planned Economy, 1940, No. 1, pp. 9-10. 
The figure for 1941 is from 1941 Plan, Supplement, p. 9. 


The total industrial output in 1941 was expected to exceed the 
1938 level by 46 billion rubles, and close to half of the whole in- 
crease was to consist of munitions. The greatly overpriced ma- 
chinery output (including the output of the Commissariat of 
Electric Stations) was scheduled to expand from 14.4 billion 
rubles in 1938 to 22.4 billion rubles in 1941, or by 55 percent. 


percent in prices of September 1930, but by 26.2 percent in 1926-27 prices (Monthly Statis- 
tical Bulletin, Aug.—Sept. 1930, pp. 108-11). While part of the difference may have had 
other causes, the upward bias of “1926-27 prices’”’ seems to have been in evidence. 

65 Alexander Baykov, The Development of the Soviet Economic System. An Essay on the 
Experience of Planning in the U.S.S.R. (Cambridge, 1946), p. 400. 

66 Paul Studenski, ‘Methods of Estimating National Income in Soviet Russia,” in Na- 
tional Bureau of Economic Research, Studies in Income and Wealth (New York, 1946), 
VIII, 198. 
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The increase in the output of munitions and machinery was to 
make up about two-thirds of the total expansion in those years. 
This obviously left little room for increases in the other industries, 
the “unchangeable 1926-27 prices” of which had much smaller 
inflation ratios than those of the two principal groups. The im- 
portant textile industry, for example, was scheduled to be larger 
by only 18 percent, and the food industry by 26 percent. — 

The strong shift of output from goods moderately overpriced 
(in “unchangeable 1926-27 prices”’) to goods greatly overpriced 
would alone have boosted considerably the average level of those 
prices for the whole industry. But since this factor merely came 
on top of the uninterrupted rise in the level of the “unchangeable 
1926-27 prices” caused by continual introduction of new goods 
or new models of old goods, the result was a considerable intensi- 
fication of the bias of those prices in the peaceful part of the 3d 
Plan Period. 

War.—The official claim is that, in spite of great and officially 
acknowledged disorganization, industrial production in the terri- 
tory not invaded by the Germans (from which the industrial heart 
of the USSR, the Donetz Basin, was missing), was only 12.6 per- 
~ cent smaller in 1943 than the production of the prewar territory 
in 1940. “ Such a slight decline could not have occurred except 
by way of a further great increase in the share of the overpriced 
munitions in total industrial output and by adding new overpriced 
goods. 

The share of machinery and other metal processing in the 
total industrial output rose from 36 percent in 1940 to 57 percent 
in 1942."° Practically all this machinery and processed metal 
was, of course, armaments. It is furthermore clear from Vozne- 
senskii’s and Turetskii’s evidence that the bulk of the armament 
output consisted of newly introduced types (with particularly high 
“unchangeable 1926-27 prices” tagged on them). ° 

The share of the light and food industries, only moderately 
overpriced in “unchangeable 1926-27 prices,” in total industrial 
output declined from 34. percent in 1940 to 20 percent in 1942. 
The replacement of these and other only moderately overpriced 
goods by the highly overpriced munitions, indeed, primarily by 


87 Implied in Voznesenskii, War Economy of the USSR during the Patriotic War, pp. 
9. 68 Ibid., p. 80. 69 Idem. 
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those most overpriced, must obviously have greatly boosted the 
value of industrial output in “unchangeable 1926-27 prices.” 
Even Turetskii had to recognize this and he did so with relatively 
great frankness. His relevant comments are as follows: 

A rough computation shows that on the average 20-25 percent more ex- 
penses are implied per ruble at unchangeable [1926-27] prices in the in- 
dustrial output in its composition of prewar years than in that of war years 
(1943 and 1944). Frequently the gross production in terms of unchangeable 
prices characterizes incorrectly the dynamics of the volume of output, if a cor- 
recting coefficient is not applied, which eliminates the effect of changes in 
composition of the output.?° 

Analysis of the meager evidence on industrial output during 
the war, in conjunction with the important data on freight trans- 
portation, leads here to the presumption that the 1943 industrial 
output, relative to that of 1940, was overvalued to the enormous 
extent of 66.7 percent (see tabulation on p. 114). 

The year 1946.—The great overvaluation of military goods 
in terms of “unchangeable 1926—27 prices” made the indexes of 
industrial production in terms of those prices behave in a peculiar 
way also in 1946, when the output of such goods was drastically 
curtailed. Although the output of civilian industrial goods is sup- 
posed to have increased from 1945 to 1946 by 20 percent accord- 
ing to the Central Statistical Office, total industrial output in 
“unchangeable 1926-27 prices” allegedly declined from 127 
billion to about 105 billion rubles.” Turetskii helps to explain 
this strange phenomenon by suggesting—to eliminate the bias— 
an elevation of the 1946 figure by 10.3 percent, or a correspond- 
ing cut of the 1945 figure.” This writer assigns to the cut in the 
output of military goods an even greater depressing effect on the 
total value of industrial production in “unchangeable 1926-27 
prices,” and therefore assumes for 1946 almost no decline in the 
value of total industrial production in his computation in real 
1926-27 prices (see tabulation on p. 114). 

The period 1947-49.—Contrary to the development in pre- 
war years, the period 1946—49 was one of rapid expansion of 
output of all goods, whether greatly overvalued, moderately over- 


70 Turetskii, Intra-Industrial Accumulations in the USSR, pp. 375-76. While the out- 
put in the statement is in “unchangeable 1926-27 prices,” the costs Turetskii spoke of were 
costs in current rubles, like those shown in Appendix Table III. 

71 Implied in official data. 

72 Turetskii, Intra-Industrial Accumulations in the USSR, p. 377. The reasoning is the 
same as was given for the excessive war output in “unchangeable 1926-27 prices.” 
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valued, or not overvalued in terms of “unchangeable 1926-27 
prices.” Entirely new goods with new “unchangeable 1926— 
27 prices” tagged on them probably played a relatively small 
role. If it were not for the fact that so far as such goods were 
introduced, their biasing effect must have been very strong (their 
prices were certainly very high),” the bias of the “unchangeable 
1926-27 prices” would have become quite small for a time. 
Since the percentage increases in total output were large anyway, 
the Soviets could have looked with equanimity at the reduced 
effectiveness of the “unchangeable 1926-27 prices” as a means 
of bolstering industrial output. 

The reduced effectiveness of the “unchangeable 1926-27 
prices” as a factor exaggerating industrial output for 1946—49 
should not be taken to indicate that those prices have by some 
miracle become a less objectionable basis for an index. On the 
contrary, the use of such prices was falling into definite disrepute 
even in the USSR. One final example seems pertinent. Under the 
auspices of the Gosplan, a strictly technical book was published 
on setting up a technical and financial plan for an industrial en- 
terprise.”* The author seeks to illustrate his presentation with an 
example for an enterprise. In this example the gross output is 
2,400,000 rubles at “unchangeable 1926-27 prices,” and the 
marketable output (i.e., gross output plus difference in unfinished 
production between two consecutive years) is only 1,625,000 ru- 
bles at current prices, while the production costs of that output are 
1,210,000 rubles, also in current prices.” The production costs 
even of producers’ goods (relatively inexpensive goods) were, in 
1948, at least five times as high as in 1926-27." Hence Kontoro- 
vich regarded as normal “unchangeable 1926-27 prices” which 
were possibly 10-fold the real 1926—27 prices. 

In apparently the only other item for which Kontorovich gave 
the unchangeable and current prices simultaneously, namely for 
unfinished production,” the difference in production costs of un- 
finished production in two consecutive production periods is ap- 
praised at 80,000 rubles at current prices and at 208,000 rubles 
at “unchangeable 1926-27 prices.” Thus the cost of production 
was assumed by him to have been in this case about 2.5 times 


73 See the examples quoted below. 

7 V. Kontorovich, Techpromfinplan [Technical Industrial Financial Plan] of an In- 
dustrial Establishment (Moscow, 1948). 75 [bid., p. 73. 

76 This is indicated by the 1949 price revisions. 77 Kontorovich, op. cit., p. 30. 
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higher at “unchangeable 1926-27 prices” than at current prices. 
With the current prices perhaps three times higher than the real 
1926-27 prices, the “unchangeable 1926-27 prices” appear to 
have been set seven to eight times as high. Those, to repeat, are 
examples in a strictly technical publication designed to help in 
drawing up plans. The author probably used the price relation- 
ships common when he wrote, and he certainly would not have 
dared to exaggerate the “unchangeable 1926-27 prices.” 

Biases recapitulated—The biases implied in the official esti- 
mates of industrial output in “unchangeable 1926-27 prices” in 
the various periods here analyzed appear as follows: 


Period Increase (+-) or decrease (—) Bias in percent, 

in percent upward (+) or 

Official This writer downward (—) 
W92B aS Canaan sek 1g th +338 +174 + 94 
TOS TAGs Fs otehciarg mine ot « + 45 + 13 +150 
MOMO ES Maices stan arrenig F a8 =r — 40 +200 
be ie gee oe Wer ae acne == — 30 +230 
BOIS 46 sess sleeps ovens eh? a —467 
SIMA iia 5 bihrs a wis.cyt eee + 86 “ot + 50 


On the basis of the same data, with the real 1926-27 prices 
taken as 100, the “unchangeable 1926-27 prices” weighted by 
total industrial production appear to have been as follows: 


Year Percentage 
LOZ BE an adaks aestuarii ee eka io aera ak foe hae IRE LOO 
ODL Beste Bere tar ended ecker tera o aromatase et Le 
NOB Wider Stata, CERO IG See eID AIORIE: Dr oor OG es be: 
GAO Be cra eyelstelaivecs atoheecors. piatoo. s sistaneid Ganeteenee LOU 
NOLO Bide a ereneaton Mee eae reo e te tor OL IS 
OAS Wires a alleftte a 2h ole ctsh recs Met gee ek ee OD 
LOADS Hotere ierae wees cae tic tet c ois Risen en 
DOA Gis gata ore seis care yepsbie eustialeavs MaNNs. ia Vel tae RTT EL 
OS (Sriateun towne onlin me cn Cana oe Ree US 
OSB ieee nsnte cl ast otal Gistels ontole ola Aen ioe ate ok OO 
OM OM CR. te to oiske cuss sheis eensie wine Coe eeole Sie a cer anoTE 235 


* Territory adjusted to include all prewar and postwar 
acquisitions. 


Addition in proofs.—On the basis of the addition in proofs in 
The Soviet Economy during the Plan Era, p. 15, the writer’s 
estimates of the 1943 and 1945 industrial output must be con- 
sidered as likely to be overestimates. The comparability of the 
estimates for, say, 1948 and 1949 with those of 1940 and pre- 
ceding years is not affected by this afterthought. 


CHAPTER VI 


USE OF PRICES 


HISTORICAL BACKGROUND 


It has been mentioned that during all the Plan era and until 
recently the “unchangeable 1926-27 prices” were used in the 
USSR for the indexes of industrial production, agricultural pro- 
duction, labor productivity, and national income, and that it is 
not at all improbable that they are still so used. The 1932 prices, 
1933 prices, 1933 Plan prices, and some others were used as “un- 
changeable” for certain other items. Such important items as con- 
struction, proceeds and costs of transportation, trade turnover, 
wages, production costs, and the budget were and are expressed 
in current prices or the so-called prices of respective years. 

The use of 1926-27 prices in indexes was not always re- 
stricted to the four enumerated items. Before and at the inaug- 
uration of the lst Plan, all relevant data were presented both in 
current and in prewar (mostly 1913) or 1926-27 prices. The Ist 
Plan,’ for example, gave the following items both in 1926-27 and 
in current prices: basic funds (fixed capital in gainful enterprises 
and other uses), capital investments, national income, industrial 
output, total and marketable agricultural output, and construc- 
tion. Wages were stated in current rubles, but, significantly, they 
were lower in current than in 1926—27 prices.” The summary vol- 
ume of the Plan also gave the planned per capita income of the 
urban and rural population in terms of real income, i.e., with con- 
sideration of the expected decline in living costs.* This was equiv- 
alent to expressing the planned income of wage earners in terms 
of living costs. In addition to the budget, only the planned return 
from transportation and the trade turnover were stated solely in 
current prices.* But even those items could easily be recalucu- 


1 USSR Gosplan, Five-Year Plan of National-Economic Construction [1st Plan] (3d ed., 
Moscow, 1930), I, 129-35. 

2 Ibid., Vol. II, Part 2, pp. 208-09. 

3 [bid., I, 137. 

4 See ibid., I, 134-35 for the budget; Vol. II, Part 2, pp. 156-57 for trade turnover. 
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lated to 1926-27 prices, because the price indexes were given 
right there, in the principal table;* moreover, their recalculation 
to those prices would have raised rather than lowered the items 
involved. Planning was fully based on 1926-27 prices at that 
time. 

This laudable practice could not, however, be maintained for 
any length of time. Actual developments during the Ist Plan 
Period had little in common with the goals of the Plan. To reckon 
money wages as real wages with the help of cost-of-living indexes 
would have shown that real wages, which were expected to rise 
rapidly (by 70.5 percent in the five years of the Ist Plan Pe- 
riod),° actually declined strongly; and the exposure of such an 
immense failure could not be suffered in a country where com- 
monly only improvements are permitted to be exhibited. The 
same was true of the retail turnover. The rapidly rising figures 
for that turnover in current prices could, as with nominal money 
wages, be cited endlessly as proof of improvement in consumption 
levels.” Adjusted for price change, however, the retail turnover 
would at first have shown an absolute decline, and the later small 
increase would fall far short of offseting the rise in demand caused 
by the rapid growth of the urban population and by the effect of 
other factors which have nothing to do with improvement in con- 
sumption levels. Retail turnover figures in constant prices disap- 
peared from statistics and planning along with similar data for 
wages and, for that matter, with all price statistics and specifically 
with price indexes. Publication of price indexes was discontinued 
early in 1930, and of real wages and retail turnover in constant 
values at about the same time. The first statistical yearbook pub- 
lished after 1928, that of 1932,° does not contain either prices or 
any data on wages and retail turnover in constant values. 

The use of the 1926-27 prices as the basis of indexes and 
planning ceased also with reference to capital investments and 
construction, although in terms of such prices these items would 
have made a good showing. To make the figures on national in- 
come conform to those on capital investments and construction 
expressed in current prices, a shift to these prices was made in the 

5 Ibid., 1, 135. 

6 Ibid., I, 137. 


7 See Stalin, Problems of Leninism, pp. 387, 391, 586, and all other Soviet potentates. 
8 National Economy USSR: Statistical Handbook, 1932. 
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computation of distribution of national income by use—two items, 
or one, in such compositions being new investment (see p. 139). 

The reason for suppressing the data on investment and con- 
struction in 1926-27 prices may have been their very large size 
in relation to the total national income. Even in current prices, 
capital investments plus “reserves” (actually, addition to the 
variable capital) turned out to have been 26.9 percent of total 
national income in 1932.° With the construction costs and the 
prices of machinery very high in 1926-27 prices, the share of in- 
vestment in national income would have been much larger if 
investment had been computed in 1926-27 prices. 

The policy with reference to investment was apparently the 
reverse of the policy concerning industrial production. (The at- 
tempt to explain every Soviet action as fully reasonable from their 
point of view frequently puts the analyst in a hole.) The Soviets 
were very proud both of their huge new factories and of the large 
output of these factories. They used the 1926-27 prices, which 
soon became “unchangeable 1926-27 prices,” to exaggerate the 
output, but hesitated to disclose the huge amount of sacrifice for 
the population involved in investment needed to construct those 
factories. 

The price base for estimating the basic funds in constant 
values was likewise shifted from 1926-27 to other years. The in- 
vestigator must be grateful to the Soviet government for this shift, 
if only because it permits a computation of the rate of inflation for 
construction costs including equipment (see Soviet Prices of Pro- 
ducers’ Goods, chapteri). The use of 1926-27 prices in planning 
was soon practically limited to industrial output, indeed solely to 
that of the large-scale industry, and to the productivity of labor in 
industry. This use persisted—in the face of great difficulties— 
until 1940; it was finally abandoned only after January 1, 1949. 

The announced shift from “unchangeable 1926-27 prices” to 
current prices in planning industrial production and labor pro- 
ductivity since January 1, 1949 may possibly be interpreted as 
implying the complete end of “unchangeable prices,” but one 
cannot be quite certain of this. Index figures for industrial out- 
put and national income, with 1940 equaling 100, were officially 


9 USSR Gosplan, The Second Five-Year Plan for the Development of the National Econ- 
omy of the USSR (1933-37) [2d Plan] (Moscow, 1934), I, 427. 
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and repeatedly stated in 1949 and 1950. While the method of 
computing the indexes was not specified, the data smack of that old 
reliable, the “unchangeable 1926-27 prices.” For example, the 
report of the Central Statistical Office on the fulfillment of the 
1949 Plan said: 


The Five-Year Plan envisaged that the volume of output of the whole 
industry of the USSR in 1950 must exceed the output of the prewar year 1940 
by 48 percent [definitely “unchangeable 1926-27 prices” |. In the 4th quarter 
of 1949 the monthly average gross output of the industry exceeded the 1940 
level by 53 percent [may still be “unchangeable 1926-27 prices’ ].1° 


And also: 


National income of the USSR, in comparable prices, increased in 1949 
as compared to 1948 by 17 percent and was 36 percent larger than in the 
prewar year 1940.11 


It is not at all impossible that these comparable prices again 
are none other than “unchangeable 1926-27 prices.” In any 
case the indexes expressed in those comparable prices obviously 
link miraculously well to the old ones in “unchangeable 1926— 
27 prices.” 

The writer is reasonably certain that no announcement was 
made, in any publication normally consulted, of a new method 
for computing indexes of industrial production and national in- 
come. Such a change, if it could be disclosed, would certainly be 
mentioned in articles specifically on national income.” The rea- 
son to doubt that a change was made is that difficulty would be met 
in preserving the biasing feature of the “unchangeable 1926-27 
prices” in the indexes, and the Soviets certainly would not part 
with this means of showing immense successes. However, some 
modification in the method of computing indexes, formerly manu- 
factured in “unchangeable 1926-27 prices,”’ may have occurred. 
The writer thus far has found no clue as to how they fixed it all up, 
if they did. 


10 Moscow papers for Jan. 18, 1950. 11 Ibid. 

12 Ya. Kronrod, ‘‘National Income of the USSR,” Bolshevik (a Party journal), 1950, 
No. 8, pp. 57-58; A. Duginov, “Growth of National Income,” Izvestiya, Jan. 28, 1950; or 
N. Maslova, Uninterrupted Rise of Well-being of the People—A Law of Socialism,” Pravda, 
Feb. 12, 1950. These articles are clearly reactions to the anouncement of the Central Statistical 
Office cited above—a few selected from an almost endless number. 

The only justification for the belief that the use of “unchangeable 1926-27 prices’’ in 
indexes was discontinued is a vague statement by D. V. Savinskii (Course of Industrial Sta- 
tistics, p. 88). Harry Schwartz (Russia’s Soviet Economy, p. 124) correctly points out that 
Savinskii did not give a ‘‘clue to the base year that will be chosen for the new index, nor when 
the new measure of industrial output is scheduled to be introduced.” 
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PHANTOM PRICES IN AGRICULTURAL STATISTICS 


The reasons are not clear why the Soviets have clung to the 
use of “unchangeable 1926-27 prices” with reference to agri- 
cultural output. The prices helped little to show “successes’’ in 
this field. Overstatement of agricultural output occurred in other 
ways, such as by inclusion of unharvested portions of crops in 
the value of output, etc.* The 1926-27 prices were possibly re- 
tained in these computations in order not to undermine the na- 
tional-income indexes in such prices even more than they were 
already undermined. 

So far as planning is concerned, prices as such were never 
important in the case of agriculture, for the nature of the produce 
permitted planning in physical terms. Even before 1949, when 
the use of the “unchangeable 1926-27 prices” in indexes may 
have been abolished entirely, all agencies lower in the scale than 
the Central Office of National-Economic Accounting, or its suc- 
cessor, did not employ the 1926-27 prices at all in dealing with 
agriculture. Conversion to these prices of the data in physical 
terms or in current prices occurred exclusively at this high level. 
It was no surprise to the present writer not to find the usual single 
figure on agricultural output in “unchangeable 1926-27 prices” 
in the 1941 Plan, Supplement, since that publication was labeled 
as “not for circulation.” There was no room for such a figure in 
a document which meant business. For that matter, it also did 
not state the national income in those or any other prices. 


PHANTOM PRICES IN INDUSTRIAL-OUTPUT SERIES 


The reasons for retaining the 1926-27 prices in the three in- 
dexes other than that of agricultural output, and specificially in 
the index of industrial output, are obvious. Even the real 1926— 
27 prices would have presented the industrial expansion im an un- 
justifiably favorable light,** and the “unchangeable 1926-27 
prices’’ actually used raise the extent of this expansion to fan- 
tastic levels. The fact is that, with reference to the indexes of 
industrial output and possibly those of labor productivity, the 
Soviets were not satisfied with the greatly exaggerated increases 

13 For details see Jasny, The Socialized Agriculture of the USSR, pp. 668-74. 


14 Dictionary-Handbook on Social-Economic Statistics, 2d ed., pp. 79-80 and 229, 
15 See above, p. 5 and others. 
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implied in data in “unchangeable 1926-27 prices.” Further 
substantial boosts of the indexes were attained by sheer manipu- 
lation. With the customary lack of consistency the values of in- 
dustrial production used in computing the national income re- 
mained, however, untouched. Thus Appendix Table IV gives: 
(1) the values of industrial production as used in estimating 
national income, and the indexes based on them, designated “‘cor- 
rect official,” and (2) the same values and indexes but addition- 
ally manipulated and so designated. Chart 3 shows the indexes 
alone. Data for both total and large-scale industry are given. In 
addition Gerschenkron’s indexes in “unchangeable 1926-27 
prices’ and the writer’s in real 1926-27 prices (both for total 
industrial production) are shown, the former in the table only. 


Cuart 3.—USSR: Inpexes or InpustriaL PRropuction, 1928-38* 
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The additional manipulation of the indexes for total industrial 
production was attained by the simple device of excluding the 
output of private small-scale industry, which was rapidly disap- 
pearing in those years." In this simple way the 1929 output, on 
which the index was based, was reduced from 25.7 billion rubles 
to 22 .3 billion, and the index for 1938, for example, was boosted 
from 413 to 477.4." 


16 There was very little large-scale private industry in the years involved. 

17 USSR Gosplan, Central Office of National-Economic Accounting, Socialist Construction 
USSR, 1933-38 (Moscow, 1938), p. 32. The low Soviet evaluation of the ability of non-Soviet 
scholars to see a fake is apparent from the fact that two pages later (p. 34) the same source 
gave the industrial output of 1929 at 25.7 billion rubles—the figure used in the text for com- 
puting the indexes not additionally manipulated (see Appendix Table IV, and Chart 3, above). 


126 THE SOVIET PRICE SYSTEM 


Similarly, in computing the indexes of large-scale industrial 
production based on 1913, the 1913 output was substantially 
understated. This is apparent from the following comparison (in 
billion rubles) of the data for large-scale industry excluding 
forestry and fishing in the Ist Plan, a reliable source, and in the 
1934. statistical yearbook, a not-so-reliable source: 


Socialist Con- 
Ist Plan® struction 


Year (Pre-World War I USSR, 1934? 
prices) _ (1926-27 prices) 

OLS tes. ee Nees Sells ee eee O FOOL 10.25 
2728) Sipasteapsic ce ate «slates 8.143 
TOD Biers csereretetersrererane teste: ois Je, 8.526° 15.82 
Increase in 1913-28 (percent) 33.4 54.3 

@ Vol. I, p. 15. 

> Page 25. These figures are found also in subsequent editions of the 
yearbook. 


| 
©The 1927-28 figure given in the source was adjusted upward on the 
basis of the distribution of industrial production by quarter years in 1927 
and 1928. See Control Figures of the National Economy USSR for 1929-30, 
p. 39. 


By this enchanting device the index of large-scale industrial pro- 
duction (1913 = 100) for 1938, for example, was boosted to 
908.8 percent;** without the additional manipulation, it would 
have been 793.3. 

The additional manipulations of both indexes — total and 
large-scale industrial production—not only exaggerated the rising 
trend of each but also imparted to them further distortions and 
discrepancies. The output of small-scale industry, for example, 
more than doubled from 1929 to 1931 on the basis of the figures 
underlying the indexes, although actually it probably declined 
moderately and in any case did not increase. The rise in the out- 
put of total industry in those years appears much greater, rela- 
tively, than the rise of large-scale industry, although the reverse 
was true. : 

It is obvious that any analysis of the official estimates of in- 
dustrial production in “unchangeable 1926-27 prices” must 
start not from the additionally manipulated values or indexes but 
from the values used by the Soviets themselves in computing na- 
tional income and here designated “correct official.” Even these 


18 The overmanipulated indexes for 1921-33 are in Socialist Construction USSR, 1934, 
p. 11. The indexes for 1933-38 are, among other sources, in Stalin, op. cit., p. 577. 
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values and indexes are exaggerated more than enough by non- 
Soviet standards. 

The League of Nations is to be congratulated for avoiding the 
pitfalls of these ruses; its indexes of total industrial output 
(1929 = 100)” are those marked “correct official” in Chart 3. 
Gerschenkron’s hastily compiled indexes of Soviet industrial pro- 
duction would not need mentioning if they were not rather widely 
used.” He used 18 billion rubles rather than 21.8 billion rubles 
as the value of the total industrial output in 1928." It was rather 
unfortunate that the error involved the very year which serves as 
the base for appraisal of the results of the whole Plan era. With 
1928 as 100, the index figure for the 1938 total industrial output, 
for example, was boosted more than 100 points. Gerschenkron’s 
indexes for the total industrial output, with 1913 as 100, also are 
higher than the correct official ones, and for large-scale industry 
he reproduced the overmanipulated official indexes manufactured 
in the ‘thirties (see Appendix Table IV). The wrong starting 
points weaken his useful remarks on the overestimation of the 
official figures. Any discounts for this overestimation have ob- 
viously to be made from the correct official estimates rather than 
from those deliberately overmanipulated or erroneously set too 
high. Harris follows in Gerschenkron’s track in that he discusses 
the need of discounts from indexes too high even for official.” 

The Soviets do not hesitate to use series expressed in rapidly 
rising prices as if they were in constant prices, but they know full 
well that such series can never command the respect and authority 
of series in constant prices. With their industrial output series in 
“unchangeable 1926-27 prices” being reproduced all over the 
world without qualifications, or with only moderately modifying 


19 League of Nations, Statistical Year-book, 1940/41 (Geneva, 1941), p. 160. 

20S. E. Harris, for example, used them as the basis of his rather enthusiastic appraisal 
of Soviet planning in his Economic Planning (New York, 1949), pp. 49-51. 

21 Gerschenkron, “The Soviet Indices of Industrial Production,” p. 218, and “The Rate 
of Industrial Growth in Russia since 1885,” p. 161. Gerschenkron gave Socialist Construction 
USSR, 1934 (p. 36) as the source for 18 billion rubles for the total industrial output in 1928. 
Page 36 is an obvious misprint. The figure of 18 billion rubles can be found on page 24 of 
this publication. But there it is qualified by a note stating that private small-scale industry 
had been excluded. Gerschenkron used it as representing total industrial output. The differ- 
ence was equivalent to 3.8 billion rubles, or in any case 3.4 billion rubles if the figure of 21.4 
billion rubles is used for the total 1928 industrial output as given by Voznesenskii (War Econ- 
omy of the USSR during the Patriotic War, p. 12) rather than I. Krasnolobov’s more reliable 
figure of 21.8 billion rubles (‘‘Factors of Growth of National Income in a Socialist Society,” 
Problems of Economics, 1940, No. 9, p. 62). 

22 Harris, loc. cit. 
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qualifications,” they stuck to these in spite of the great incon- 
veniences inherent in them for the work of planning. They are 
possibly still adhering to them for the purpose of indexes, while 
having discarded them for any other use. 


LABOR PRODUCTIVITY 


Just as industrial output computed at bias-imparting “un- 
changeable 1926-27 prices” makes a magnificent showing, so 
also does productivity of labor, which is officially computed from 
it by the simple device of dividing output in money terms by the 
number of workers. The official claims are that labor productivity 
in industry increased 109.9 percent from 1929 to 1937." From 
1926 to 1929 it is supposed to have risen by more than 40 per- 
cent,”’ so that the total calculated advance from 1926 through 1937 
must have been almost 200 percent! For the three years from 
1937 to 1940 a further rise in labor productivity of 32 percent 
is claimed. In 1928-40 the rise is supposed to have been more 
than 3.5-fold.”* Yearly increases of 13—15 percent are supposed 
to have occurred in postwar years.’ The true rise in labor pro- 
ductivity during the Plan era was of course far smaller, and would 
have appeared so had not the “unchangeable 1926-27 prices” 
been used in the calculation. 

It was shown elsewhere that the data on labor productivity, 
computed by way of output in “unchangeable 1926-27 prices,” 
reflect clearly not only the upward trend of these prices, but also 
greatly differing degrees of exaggeration in individual industries. 
The data on labor productivity in individual industries can indeed 
be used as indications of the rates of exaggeration in the output 
of specific industries or of specific products in terms of “un- 
changeable 1926-27 prices.” This approach to solving the riddle 
of “unchangeable 1926-27 prices” proved useful in the early 
stages of the writer’s work on this subject.” Analysis of the perti- 
nent data for motor vehicles for years when such data were still 


23 See above, p. 95. 

24 3d Plan, p. 105. 

25 Turetskii, Intra-Industrial Accumulations in the USSR, p. 30. 

26 Idem. 

27 See the yearly reports of the Central Statistical Office, and, for example, A. Duginov, 
“New Successes of the Socialist Economy,” Izvestiya, July 28, 1950. 


28 Jasny, “Intricacies of Russian National-Income Indexes,” Journal of Political Economy, 
August 1947, LV, 311. 
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released continue to command interest. Unfortunately the year 
1934 seems to be the last for which such data are available, even 
for motor vehicles. In the tabulation below, the outputs per worker 
and per year in the tractor and “‘automobile” industries”® in 1934 
are compared with the outputs in otherwise similar industries, 
namely those producing farm machinery other than tractors, and 
railway locomotives and cars—all data in rubles in terms of “un- 


changeable 1926-27 prices”: 


(Dractors east ate ae ee eee on Wek 
SAutomobiles24 Rae aia. ee ees. . 20,876 
Othertarny machinerys.0 527 eee. we. 6,625 
Railway locomotives and cars .............. 7,636 


Data from USSR Gosplan, Central Office of National-Economic 
Accounting, Socialist Construction USSR, 1936 (Moscow, 1936), 
pp. 9-10. 


The relatively very large output per worker in the tractor and 
“automobile” industries must obviously have been the outcome 
of great overvaluation of the output computed, as we know, in 
“unchangeable 1926-27 prices.” Moreover, there is little doubt 
that the value of output even of farm machinery and of railway 
locomotives and cars was boosted by the introduction of new 
models (in the case of farm machinery, of all kinds of tractor- 
drawn implements), priced at or near the cost in the year of 
introduction.” 


PHANTOM PRICES IN PLANNING INDUSTRIAL OUTPUT 
AND LABOR PRODUCTIVITY 


As was stated above, it was long the practice to plan the out- 
put of large-scale industry, aside from forestry products, first in 
1926-27 prices and later in “unchangeable 1926-27 prices.” 
The output of forestry products and of small-scale industry was 
planned in 1932 prices, and only the totals were converted to 


29 “Automobiles” in Soviet terminology include both passenger cars and trucks. 

20 Baykov, in support of his acceptance of the official indexes of industrial production 
in “unchangeable 1926-27 prices,” assigns much importance to the output of industries which 
did not exist in 1913 or were only in embryonic form then. First in his list are 211,000 ‘‘auto- 
mobiles” and 32,200 tractors (1938 output). See Bulletin of Soviet Economic Development, 
May 1949, I, 8. Baykov’s argument would have fallen if he had computed the value of the 
enumerated machines. The roughly 300,000 cars, trucks, and tractors (the latter reduced 
to units of 15 drawbar horsepower) produced in 1938 had a value at wholesale of, say, 
240 million dollars. The fair equivalent of this in 1926-27 prices would have been 1 billion 
rubles, and thus is less than 1 percent of the total value of the 1938 industrial output at 
“unchangeable 1925-27 prices.” 
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Biacuanpenble 1926-27 prices” in the Central Statistical Office, 
in order to obtain the total industrial output in those prices.” 
It is obvious that planning and operating the national economy 
were greatly handicapped by the use of the rapidly rising current 
prices for the budget, construction, wages, and trade turnover, 
while the bias-imparting “unchangeable 1926-27 prices’ were 
used for industrial output and labor productivity in industry. 
Pollyak wrote in the Gosplan journal in 1940: 
How could the wage fund, computed with consideration of the increase in 
labor productivity, computed in unchangeable 1926-27 prices, be tied in 


with the item “wages” in the computation of the production costs if the total 
value of the output was not available [in current prices | ?°? 


By 1940, the situation had become intolerable. Yet the authorities 
could not make up their minds to discontinue the use of the “ 
changeable 1926-27 prices” in planning and by this action to 
undermine their role as an excellent means of propaganda. An 
artificial distinction was therefore introduced between industrial 
output as such and marketable output. The difference between the 
two is merely that marketable output represents the total output 
plus or minus the difference in unfinished production at the be- 
ginning and the end of the year or other period. Many industries 
obviously have no unfinished production to speak of. Marketable 
industrial output in current prices after 1940 was to be largely 
substituted for industrial output in “unchangeable 1926-27 
prices” in planning.” 

Planning of labor productivity, however, continued in “un- 
changeable 1926-27 prices” after 1940.* But the inadequacy of 
this procedure was well realized, and substitutes such as indexes 
in physical terms,*° indexes based on labor time, and others, were 
widely resorted to.** It is quite possible, however, that both the 
use of data in “unchangeable 1926-27 prices” and of the sub- 
stitute indexes were window dressing. The 1941 Plan, Supple- 
ment, intended for real use and not for propaganda, did not con- 


31 Dictionary-Handbook on Social-Economic Statistics, 2d ed., p. 79. 

32G. Pollyak, “Balance of Incomes and Expenditures of Economic Organizations,” 
Planned Economy, 1940, No. 7, p. 71. 

33 Pollyak’s article quoted above was published after this change had been decided; 
earlier publication probably would not have been permitted. 

34 Savinskii, Course of Industrial Statistics, p. 203. 

35 Ibid., pp. 192-202. 

36 [bid.; pp. 209-12. 
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tain any data on labor productivity in terms of “unchangeable 
1926-27 prices.” What it did contain was the output per worker 
in terms of “otpusknye tseny,” i.e., wholesale prices including the 
turnover taxes. The figures naturally varied fantastically, from 
2,240 rubles per worker and year in forestry work and 5,511 
rubles in the coal industry to 47,181 rubles in the petroleum in- 
dustry and 61,000 rubles in procurements (classed as industry). 
Surprising as it may seem, even percentage increases from the 
preceding year were given,” apparently without stating whether 
or not these percentages were adjusted for the changes in prices. 

By 1948, the use of “unchangeable 1926-27 prices’’ in cal- 
culating and planning output had become negligible. A study on 
the economy of a metallurgic factory, for example, in showing 
the method of calculating total output,” started with gross output 
and marketable output in “unchangeable prices,” and marketable 
output in current prices as well. Then itemized costs were given, 
but exclusively in current prices. The individual items were 
finally totaled up to give the value of gross production, and this 
was adjusted for changes in unfinished production to obtain the 
cost of the marketable output in current prices. The value of the 
output in “unchangeable prices” obviously played no role in 
actual planning of output. Productivity of labor seems to have 
been the only other item in which “unchangeable prices’”’ were 
stated by the author (pp. 159 ff.), but there too their role was 
insignificant, and possibly even this was only for the benefit of 
the general public. In bookkeeping, the 1926-27 prices ap- 
parently had no place whatsoever at that time.*® Yet this corpse 
continued to be a source of much abuse and misuse (see p. 130). 

Beginning with January 1, 1949, the planning of gross pro- 
duction and labor productivity was to be in current rather than 
in “unchangeable 1926-27 prices.”*® As was indicated above 
(pp. 122-23), this may or may not put an end to the use of “un- 
changeable 1926-27 prices” in industrial and other indexes. But 
the complete elimination of “unchangeable 1926-27 prices” from 
the planning of industrial output and of labor productivity ob- 


37 For forestry work and lumbering, for example, on p. 521 of 1941 Plan, Supplement. 

38 Y. G. Lyubovich, Economy of a Machine Factory (Moscow, 1948), especially p. 126. 

39 See, for example, A. Sumtsov, Course of Bookkeeping (Moscow, 1948). 

40 Vladimiroy, ‘For Profitable Operation of Enterprises,” Questions of Economics, 
1948, No. 8, p. 32. 
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viously deprived those prices of the vestiges of practical use which 
they still had, and left them, if preserved, of use only as propa- 
ganda.* 


NATIONAL-INCOME INDEXES 


The concept of national income as it is used in the USSR cor- 
responds to the net national product, or the national income at 
market price, of other countries with the difference that only out- 
put, transportation (including communications), and trade in 
material goods are included. Services, including passenger trans- 
portation and communications serving personal needs, are ex- 
cluded. This is supposed to be according to Marx.” 

In “unchangeable 1926-27 prices.”—Since about 1931 the 
standard computations of Soviet national income have been in 
terms of “unchangeable 1926-27 prices’; contrary to the pre- 
ceding practice, other prices have been used only rarely. 

It is a great merit of Prokopovicz to have shown that in the 
official computations of national income in “unchangeable 1926— 
27 prices” only the contributions of industry, agriculture, and 
transportation were computed fully or roughly in those prices, and 
that this was not the case with the contributions of construction 
and trade.** The first edition of the official commentary on Soviet 


41 Jt seems incorrect for Kaser (“Soviet Planning and the Price Mechanism,” p. 89) 
to call the change of the price basis in planning industrial output and labor productivity a 
fundamental reform. The action taken in 1948 was merely the last step in an evolution of 
long duration. It seems, moreover, to be a misunderstanding when Kaser (op. cit., p. 90) 
says that the wholesale prices (otpusknye tseny), introduced on January 1, 1949, ‘will embody 
in detail not an actual structure of costs (as was the case before) but the planned structure 
for 1950.” The prices effective January 1, 1949 replaced similar prices (not costs) in effect 
up to December 31, 1948. Contrary to Kaser’s opinion, the raising of the prices of producers’ 
goods, effective January 1, 1949, and the replacement of “unchangeable 1926-27 prices” by 
actual or current prices in planning industrial production and labor productivity in industry 
on the same date were two independent actions, which might as well have occurred on dif- 
ferent dates. It was not specifically the current 1949 prices which acquired the function of 
being the basis for computing industrial output and labor productivity in industry, but any 
current prices. 

With certain reservations one can agree with Kaser’s conclusions (p. 91) that the Soviet 
government had “decided that while planning in terms of quantitative targets is essential, a 
functional use of the price mechanism is a necessary precondition to a sound and smoothly 
working economy.” However, there had been much talk of this for a long time, but thus 
far the good intentions could not be realized. The measures taken in 1948-49 represent 
neither something new nor a definite turn. 

42 On the Soviet concept of national income, see the paper presented before the American 
Economic Association by Paul Studenski and Julius Wyler, “National Income Estimates of 
Soviet Russia—Their Distinguishing Characteristics and Problems,’ American Economic 
Review, May 1947, pp. 595-610. 

43 Prokopovicz, Russlands Volkswirtschaft unter den Sowjets, pp. 362-64. Prokopovicz 
used as the source for his statements on the contributions of transportation, construction, and 
trade to national income a book by Krasnoloboy, published in 1940 and unfortunately in- 
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statistics, after having stated that the output of state industry is 
planned and accounted for in “unchangeable 1926-27 prices” 
and that the outputs of agriculture, the lumber industry, and in- 
dustrial co-operatives are recalculated to those prices, added: 
“Other systems of unchangeable prices are used in other branches 
of the national economy (construction, trade)”; there is not a 
word on recalculation of these prices to those of 1926-27.* In 
the second edition of the same commentary, that sweeping state- 
ment was replaced by a more cautious one: “In capital construc- 
tion the prices of 1945 are accepted as the unchangeable ones.” 
Also, nothing is said about the use of any constant prices in trade 
statistics.*° 

In addition to the exaggerations of the gross value of agri- 
cultural products due to manipulating the output in physical terms 
(see above, p. 124), the contributions of agriculture to national 
income are exaggerated by failure to deduct all the costs in- 
volved. In these ways, it became possible to reach in official 
statistics the obviously absurd result that, while gross agricultural 
output increased by 38.7 percent from 1927-28 to 1937, the con- 
tribution of agriculture to national income expanded by 67.4 
percent.*” 

With reference to industry, the figures on gross value of output 
used in computing the contribution to national income are, of 
course, the greatly exaggerated figures in “unchangeable 1926-27 
prices” discussed above (but without the additional manipulation 
found in the indexes of industrial production; see above, pp. 124— 
26). Like those of agriculture, the contributions of industry to 
national income are even more exaggerated than the gross values, 
because the biasing factor implied in those prices affects the prices 
of finished products more than it affects the costs of raw materials, 
so that the deductions for materials made in computing this con- 
tribution appear small relative to the gross values. Owing largely 
to this, in the span of only nine years from 1928 to 1937, the share 
of the cost of materials and depreciation in the total gross value 


accessible to this writer. A copy was available in this country (Baran quotes it), but it 
disappeared. 

44 USSR Gosplan, Central Office of National-Economic Accounting, Dictionary-Handbook 
on Social-Economic Statistics (Moscow, 1944), p. 54. 

45 Ibid. (1948), pp. 79-80. 

46 Jasny, The Socialized Agriculture of the USSR, p. 676 

47 See the official data in ibid., p. 775. 
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of industrial output declined from 60.1 percent to 46.7 percen 
and was scheduled to become even less in 1942 by the 3d Plan. 
The contribution of industry to national income rose proportion- 
ately. In absolute figures the officially computed value of the in- 
dustrial output increased from 21.8 billion rubles in 1928 to 
95.5 billion in 1937, i.e., by 338 percent, but its contribution to 
national income grew in the same years from 8.7 to 50.9 billion 
rubles, i.e., by 485 percent.” 

Krasnolobov and other analysts of the Soviet national income 
went out of their way (they had to do so) to try to point out the 
specific advantages of the socialized economy which led to the 
great improvement in the relation between net and gross industrial 
output, although they knew perfectly well that the principal factor 
causing it was the uneven rate of overestimation of the finished 
products and their raw materials in terms of “unchangeable 1926— 
27 prices.” At the time when the writer lacked the illuminating 
data of the 1941 Plan, Supplement, he used the rapidly rising 
share of the net industrial production in gross production as one 
of the proofs of the great overestimation of the finished products 
relative to their raw materials in terms of “unchangeable 1926-27 
prices.””*° 

As reported by Prokopovicz,” the contribution of transpor- 
tation to national income is computed in the USSR by multiplying 
the transported freight in ton-kilometers by the contribution to 
national income of each ton-kilometer in 1926-27. This pro- 
cedure should yield roughly correct results, at least for railways.” 
The official estimates are in any case accepted by the writer; they 
are indeed the only ones of this kind accepted in his estimates (see 
p. 136 and The Soviet Economy during the Plan Era, p. 34). 

The estimates of the contributions of construction to national 
income in terms of current prices are simply transferred into the 
estimates of national income in terms of “unchangeable 1926-27 
prices,” according to Prokopovicz.”* But the official figure of 12.5 
billion rubles for the contribution of construction to national in- 


48 pmo “Factors of Growth of National Income in a Socialist Society,” p. 62. 

49 Idem. 

50 Jasny, “Intricacies of Russian National-Income Indexes,” pp. 309-11. 

51 Prokopovicz, op. cit., p. 363. 

52 Studenski and Wyler (op. cit., p. 603) believe that the method of computing the net 
value of transport gives a very much distorted view of the real growth of the net value of the 
services of this branch of production. 53 Prokopovicz, op. cit., pp. 362-63. 
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come in 1937 in terms of “unchangeable 1926-27 prices” rep- 
resents an increase of 634. percent since 1927-28, and this implies 
an even greater exaggeration than would be implied if the con- 
tribution of construction to national income in current prices 
were used. 

The most extensively manipulated portion of Soviet national- 
income indexes pertains to the contribution of trade (including 
catering). This is supposed to be computed by applying the per- 
centage contribution of trade to national income in 1926-27 to 
the retail turnover in current rubles in succeeding years with the 
turnover taxes deducted.“ This procedure should leave fully 
preserved the effect of the large increase in the prices of con- 
sumer’s goods, other than the increase caused by turnover taxes. 

The value of the retail turnover (state, co-operative, and pri- 
vate trade in 1928; state and co-operative trade in 1937) in- 
creased from 13.5-15.8 to 125.9 billion rubles, i.e., about 8- 
fold, in 1928-37.** A rough computation of the retail prices in 
Moscow, weighted by the purchases of an average worker’s family, 
indicates a similar increase in retail prices over the period.” 

The increase in the value of the retail turnover in current 
prices without turnover taxes cannot be computed exactly, because 
the share of consumers’ goods in the proceeds from the turnover 
tax is not known. If it is assumed that the state paid one-fifth of 
the total turnover tax, the value of the retail trade in current 
prices but with the turnover tax excluded rose 4.4-fold in 1928— 
37. The contribution of trade to national income increased 6.5- 
fold in those years, according to the official computation in “un- 
changeable 1926-27 prices.” It suffices to put side by side the 
figures—roughly 16 billion rubles as the value of the 1937 retail 
turnover (including catering) in terms of 1928 prices (it would 
be about the same in terms of 1926-27 prices), and 11.8 billion 
rubles as the officially computed contribution of trade to national 
income computed in terms of “unchangeable 1926-27 prices” — 
to see the fantastic degree of manipulation.” 


54 [bid., p. 364. Readers should not forget that Prokopovicz’ source was Krasnoloboy, 
whose comments were as good as official. 

55 Jasny, The Soviet Economy during the Plan Era, p. 27. Sales in kolkhoz markets in 
1937 were not considered, nor were sales by producers direct to consumers in the 1928 figure. 

56 See ibid., table on p. 58 and Appendix Table III. 

57 For the conversion of retail turnover to real 1926-27 prices see. Jasny, The Soviet 
Economy during the Plan Era, p. 28. The fact that the service rendered by the trade 
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Actually, the official figure of 11.8 billion rubles as the con- 
tribution of trade to national income in terms of “unchangeable 
1926-27 prices” in 1937 seems to have been obtained in the simp- 
lest way imaginable. According to the detailed computations in 
Chernomordik’s official study on national income,” the contribu- 
tion of trade to national income amounted to 10.0 billion rubles 
at current prices in 1936. Retail turnover of the state and co- 
operatives in current prices increased exactly 18 percent from 
1936 to 1937. Thus the contribution of trade to national income 
in “unchangeable 1926-27 prices” in 1937 was obtained by rais- 
ing the 1936 contribution in current prices by the percentage in- 
crease in turnover in the same prices from 1936 to 1937. Contrary 
to official assertions, not only the effect of the monetary inflation 
but also the immense turnover taxes were not eliminated from the 
trade turnover in the computation of the contribution of trade to 
national income. 

The results of all the manipulations are apparent from the 
comparison of the official computations of national income for 
1937 with those of the writer, both in rubles and in percentages. 


Billion rubles Percentage distribution 
Official Writer’s Official Writer’s 

Sector “unchangeable real 1926-27 “unchangeable real 1926-27 
1926-27 prices” prices 1926-27 prices” prices 
Industry ..... 50.9 26.9 52.9 50.6 
Agriculture... 14.9 10.3 Loo 19.4 
Construction.. 12.5 5.8 13.0 10.9 
Transportation. 5.2 ee 5.4 9.8 
Trades. ah ocse 11.8 4.0 Lio The 
Others ....... 1.0 1.0 1.0 1.9 
Total . 96.3 53.2 100.0 100.0 


Official data from Prokopovicz, Russlands Volkswirtschaft unter den Sowyjets, 
p. 256; writer’s estimates from The Soviet Economy during the Plan Era, p. 35. 


Not only did all official estimates, except that for transportation, 
have to be cut more or less drastically, but the percentage dis- 
tribution also changed substantially. The greatest gain in this 
was naturally made by transportation, whose contribution to na- 


deteriorated considerably after 1928, and that therefore the application of the 1926-27 trade 
margin (in percentage terms) in later years was hardly justified, is a minor matter as com- 
pared with the disregard of the effect of inflation, and with simply straightforward manipula- 
tion. 


58 Moskvin, ‘“‘Trade,”’ in National Income of the USSR: Its Formation and Estimation, 
p. 270. 
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tional income in rubles was taken over from the official estimate, 
while those of all other sectors were reduced. The share of agri- 
culture also went up, the contribution of this sector showing the 
smallest amount of manipulation among those manipulated. The 
share of trade, on the other hand, fell considerably. 

Krasnolobov’s revealing evidence on the methods of comput- 
ing national income was not reproduced in Dictionary-Handbook 
of Social-Economic Statistics. The information provided by this 
source consisted merely of a few confused statements. The first 
edition (pp. 40-43) did not state how the national income was 
computed. According to the second edition (p. 83), “National 
income is computed in current prices as well as in unchangeable 
(constant) prices (prices of one certain period, arbitrarily se- 
lected as the basis).” Since no computations in “unchangeable 
1926-27 prices” were made for construction, trade, and trans- 
portation according to the same source, the statement of the Dic- 
tionary may be taken as an acknowledgment that in the computa- 
tion of the national income in “unchangeable 1926-27 prices,” 
unly the contributions of the agricultural and industrial outputs 
were in these prices. (The contribution of transportation is com- 
puted with the use of the contribution per ton-kilometer in 1926— 
27.) One hardly needs the acknowledgment. 

While the methods of computing national income are hushed 
up, it is clear from the Dictionaries that even the statistical offices 
of the individual republics are not permitted to touch the hot 
potato of national-income computations. The brewing of such 
stuff has to be confined to a highly secluded place, and the results 
are released in one figure only. 

It is certainly not to the advantage of research that Prokopo- 
vicz’ reproduction of Krasnolobov’s evidence, which was as good 
as official, was ignored by all who wrote after him. These include 
Prokopovicz’ long-time fellow worker, Alexander Baykov. Nor 
can a trace of Prokopovicz’ findings be found in the study on 
Soviet national income made under the auspices of the National 
Bureau of Economic Research.” All this could hardly have hap- 
pened with reference to a subject less hot than Soviet economics. 

The methods of computing the indexes of national income in 


59 Studenski, “Methods of Estimating National Income in Soviet Russia,” in National 
Bureau of Economic Research, Studies in Income and Wealth (New York, 1946), VIII, 195-234. 
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“unchangeable 1926-27 prices” may advantageously be reviewed 
briefly, with some features added: 


Contribution from agriculture: This is manipulated upward by including 
the value of unharvested portions of crops, disregard of the diminution in 
private livestock, underestimate of the deductions for materials and deprecia- 
tion, and the like. 

Contribution from industry: This is manipulated upward by the use of 
“unchangeable 1926-27 prices,” the biasing effect of which on the contri- 
bution of industry to national income is even greater than on the value of 
gross industrial output. 

Contribution of construction: This is manipulated upward by the use of 
values in inflated current prices without any adjustments, as well as by other 
devices. 

Contribution of trade: This is manipulated upward by the use of values 
in current prices, boosted by inflation and turnover taxes more than the 
other values. 

Contribution of transportation: This alone seems to be computed with 
a certain degree of accuracy—or at least it was until 1937, the last year for 
which the contributions of the individual economic branches to national in- 
come were released, or until 1939, the year to which Krasnolobov’s evidence 
pertains. 


Soviet national-income indexes in “unchangeable 1926-27 
prices,” compared with indexes recalculated to real 1926-27 
prices, are reproduced above (p. 114) from The Soviet Economy 
during the Plan Era. 

The presumption was expressed in the beginning of this chap- 
ter that the computations of the national income in “unchangeable 
1926-27 prices” may still be in use in the USSR. 

In current prices ——The sound practice of publishing the esti- 
mates of national income in both 1926-27 and current prices 
continued through 1931, but the 1931 national income in current 
prices was given only in one figure.” Though the prices of pro- 
ducers’ goods declined markedly from 1926-27, national income 
in current prices exceeded that in 1926-27 prices by 4.7 percent 
in 1929, 15.2 percent in 1930, and 25.2 percent in 1931, clearly 
reflecting the great rise in prices of consumers’ goods. This was 
apparently all that the Soviets could endure. Not only was publi- 
cation of the indexes in current prices discontinued, but any refer- 
ence to them has been strictly avoided, and is obviously prohibited. 


60 M. Ragolskii, ‘“‘Rates of Socialist Accumulation in the Ist Five-Year Plan Period,” 
Problems of Economics, 1932, No. 6, p. 32. See also “Results of the Five-Year Plan of Re- 
construction of the National Economy of the USSR,” in Bulletin of the Economic Institute 
of Prof. S. N. Prokopovicz (Prague), February-March 1933, No. 102, pp. 17-18. 
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In later years computations of national income in current 
rubles were released only rarely, apparently to take advantage 
of the great boosting effect of turnover taxes on the share of private 
consumption in national income. Even then they were expressed 
only in percentage terms. . 

While the Soviets were very proud of their new giant factories 
and farms, it may have seemed undesirable to emphasize too 
heavily the immense sacrifices of the population. The year 1932 
probably witnessed the largest share of new investments in na- 
tional income (in real terms). To avoid showing this, the alloca- 
tion of national income was officially stated only in current (1932) 
prices, although the distribution by origin was in terms of “un- 
changeable 1926-27 prices.” So computed, the share of invest- 
ment including “reserves” was equivalent only to 26.9 percent in 
that year, and the population was promised that by 1937 this share 
would decline to only 21.3 percent.*: The percentages of course 
would have been much higher in terms of “unchangeable 1926— 
27 prices” and so would have been the absolute figures for the 
national income in 1932 prices. Neither was disclosed, however. 

The promise of the 2d Plan to raise the share of private con- 
sumption in national incomes was not fulfilled entirely, but the 
share rose to 75.5 percent of the national income in 1937—again 
of course in current prices, but this time of the 1937 variety. How- 
ever, the “spoiling” of the consumers as in the 2d Plan was not to 
be repeated; their share in national income was to decline again 
to 72.3 percent during the 3d Plan Period.” 

Voznesenskii, in his analysis of the national income during the 
war years, likewise resorted to current prices and certainly on the 
same grounds—to make the immense sacrifices of the population 
during the war look smaller than they really were.** There was 
a new feature in Voznesenskii’s statement in that he went a step 
further in concealment; he not only did not disclose the absolute 
figures from which his percentages were computed, but also sup- 
pressed evidence even on the prices in which his data were calcu- 
lated.’ The official data on allocation of the national income in 


61 2d Plan, I, 427. 62 3d Plan, p. 197. 

63 Voznesenskii, op. cit., pp. 66-67. 

64 Alexander Gerschenkron, in his review of Voznesenskii’s book (American Economic 
Review, September 1948, XXXVIII, 653), correctly surmised that the computation was not 


. in “unchangeable 1926-27 prices,” but either in current prices or in those of a relatively 


recent year. The most reasonable assumption seems to be that 1940 prices were involved. 


140 THE SOVIET PRICE SYSTEM 


specified years may be recapitulated for what they are worth. 
They were as follows (in percentage of total) : 


Goal Goal 
f ° 

Item 1932 1937 1937 1942 __1940a 19420 19430, 

(1932 prices) (1937 prices) (probably 1940 prices) 
Personal consumption... 73.1 78.7 (Babs Tse: 74 67 61 
New investment ........ 26.9 21.3 AO mL 1G ac ee 
Fixed capital ........ 24.2 19.4 2169 2134, Sees he 
Variable capital ..... Qe sas 9 29 aL ORD a eer ae 
Armed forces .......... .... F i 29558-o) 


@ As implied in Voznesenskii, War Economy of the USSR During the Patriotic War, 
pp. 66-67. See Gerschenkron’s review of Voznesenskii’s book, p. 654. Personal consump- 
tion in 1940, 1942, and 1943 includes that of the personnel in the armed forces. It is 
not known whether the same is true of the data from the two earlier sources. 


After having eliminated the turnover taxes from Voznesen- 
skii’s percentages, Gerschenkron obtained the following data (in 
percentage of total): 


Item 1940 1942 1943 
Personal consumption .......2..0-..... 62 54 49 
Netuinvestment ennai: cone one 28 5 9 
Armedaforcestecum ene ngs ua eee 10 41 42 


While the allocation of national income by use in 1932 and 
1937 (goal) was stated in the 2d Plan in 1932 prices, its distri- 
bution by origin remained in “unchangeable 1926-27 prices.” 
To place the two sets of items side by side might have provoked 
comparisons which would have emphasized the absurdity of the 
Soviet national-income estimates, treated by some students al- 
most as sacred. According to the 2d Plan, its goal for capital 
(fixed) investments in 1937 was 19.4 percent of national income 
(current prices). The contribution of construction to national 
income, however, was scheduled to be equivalent to 14.3 percent 
(“unchangeable 1926-27 prices’). Capital investments consist 
of the value of all construction rather than its contribution to 
national income only, plus the cost of all the equipment and its 
installation. With the contribution of construction to national 
income equivalent to 14.3 percent, the total fixed investments 
would have been close to 45—50 percent of national income (“un- 
changeable 1926-27 prices”), rather than 19.4 percent—the 
official figure in current prices. The desire to avoid this obvious 
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contradiction was possibly the reason that the 3d Plan presented 
in current prices the distribution both by use and by economic 
sector. 

The 3d Plan did not state the distribution of national income 
by origin in terms of “unchangeable 1926-27 prices,” but this 
is known from other official sources. Thus one can compare it 
with the same distribution in terms of current prices stated in the 
3d Plan. Since the total for the 1937 national income in current 
prices was never disclosed, the comparison can be made only in 
percentage terms: 


“Unchangeable 
Sector 1926-27 prices” 1937 prices 
Endustryny ore te tae ke ee ee S2nG oe 7/ 
A gricdlinredve cn Mk oe) «ore 1556 23.5 
Construction ssae than. eh asedshd- 13.0 550 
Lg Ss ene ga ae ei, aioe 2.7 
Trade (including catering) ........ 12.3 8.9 
Othereeo sarees ee, Pe 0.8 2.6 
otal eee re ee a oe 100.0 100.0 


So far as concerns industry, the fact that the total proceeds of the 
huge turnover taxes were included in its contribution to national 
income in the computation in 1937 prices overcompensated for 
the effect of the fact that producers’ goods had become very cheap, 
relatively, in terms of these prices. Otherwise the share of in- 
dustry in the national income would have been much less in 1937 
prices than in “unchangeable 1926-27 prices.” The large in- 
crease in the share of agriculture in national income in terms of 
1937 prices as compared with that in “unchangeable 1926-27 
prices”’ in the first place reflects the effect of quasi turnover taxes 
realized in the kolkhoz markets (see p. 51). It is difficult to say 
whether this factor accounted for the total difference or other 
factors were involved. There are, after all, only the two figures 
from which to draw conclusions. Incidentally, the increased 
share of the agricultural output would have better fitted the role 
of agriculture in the Soviet economy in 1937 than does the figure 
in “unchangeable 1926-27 prices,” if it were real and not simply 
the product of unusable “statistics.”** It is noteworthy that the 


65 As was shown in Jasny, The Socialized Agriculture of the USSR, p. 775, the disclosed 
value of the agricultural output in “unchangeable 1926-27 prices’? was substantially exag- 
gerated. There is not the slightest reason to believe that the undisclosed value of the same 
output in current prices was computed correetly. 
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Soviets do not make any use of their own computation of the share 
of agriculture in national income in terms of current prices. The 
same share but in “unchangeable 1926-27 prices” is more to 
their liking for boasting that the USSR has become a highly in- 
dustrialized country. 

The shares of both industry and agriculture in the computation 
of national income at 1937 prices profited from the fact that in 
the computation in terms of “unchangeable 1926-27 prices” the 
contribution of construction was actually in terms of current 
prices, as well as from the fact that there was a great overstatement 
of the contribution of trade in it. These two items consequently did 
not increase proportionately when moving from the computation 
in “unchangeable 1926-27 prices” to the computation in current 
prices. As in the case of construction and trade, the share of trans- 
portation in national income (in percentage terms) declined con- 
siderably when transferred from the computation in “unchange- 
able 1926-27 prices” to that in current prices. There is, however, 
a substantial difference between the first two and the share of 
transportation. If, as is here accepted, the officially computed 
contribution of transportation to national income in “unchange- 
able 1926-27 prices” (in absolute terms) is roughly correct, the 
transfer of the same, or roughly the same, figure to the computa- 
tion in current prices underestimates the role of transportation in 
the national economy even more than it is underestimated in “‘un- 
changeable 1926-27 prices.” That the official national income 
estimates have no meaning is once again shown by the following 
comparison of the share of transport in the 1937 national income: 
official estimate in current prices, 2.7 percent; official estimate in 
“unchangeable 1926-27 prices,” 5.5 percent; writer’s estimate 
in real 1926-27 prices, 9.8 percent. 

In the official computation of the national income by origin in 
“unchangeable 1926-27 prices” (available both in absotute and 
in percentage terms), the contribution of construction was actually 
expressed in 1937 prices (see above, p. 132). Hence this figure 
may be shifted to the computation of the 1937 national income in 
1937 prices (available only in percentage terms), and the na- 
tional income in 1937 prices—total and subdivided by origin— 
can be reconstructed. Then the 1937 national income by economic 
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sector in “unchangeable 1926-27 prices” and in current prices 
appears as follows (in billion rubles) : 


““Unchangeable 
Sector 1926-27 prices’ 1937 prices 
LES (SEA gg ead ar n> ela 50.9 126.7 
eTICUMUTe4 277 i each ce oan 14.9 52.5 
Construction’ (Aes eee ee ee 12.5 12.5 
Teansportasose woes «ak weld oe ore Dez 6.0 
Trade (including catering) ........ 11.8 19.9 
ihre. ao xas cei siecle aia ee 1.0 Gate! 
2 a ge Sete a ae ryt Pad 96.3 223.4 


The figures in the second column must be close to those used by 
the official compilers as the 1937 national income in 1937 prices, 
although it is not understandable why the contribution of trade is 
here 19.9 billion rubles, in the light of Moskvin’s figure of only 
10 billion in 1936 (see p. 136). 


PRICES FOR RESEARCH 


All the “statistics” above described obviously put the analyst 
on the spot. To wade through all the official riddles and replace 
them with anything like exact data is a challenging job, but prob- 
ably beyond human power. The present writer hopes only to avoid 
major blunders and to obtain data of a correct general order of 
magnitude. 

Appraisals in foreign prices.—Clark was on the right track 
when, in an effort to avoid the tangle of “unchangeable,” current, 
and other Soviet prices, he appraised the Soviet economy first in 
British and then in American prices. Wyler’s computations are 
likewise in American prices. But with the evidence on Soviet 
prices as meager and contradictory as it is, this escape is by no 
means to a safe haven. 

Unfortunately, Wyler never published the details of his com- 
putations, and his description of his procedure is too brief to clear 
all points and especially to disprove the Soviet distortions and 
their deliberate or unconsidering reiterators abroad. Clark ap- 
plied the prices which he chose to data in physical terms, which 
themselves were very incomplete and in part arbitrarily estimated. 
He placed the output of gold as high as 9.5 percent of the total 
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industrial output in 1937.°° This is an impossibly high figure, and 
also a clear indication that the industrial goods considered by 
Clark were only a small part of the total industrial output. The 
increase in total industrial output of 209 percent during 1928-38 
implied in Clark’s estimate nevertheless agrees well with the pres- 
ent writer’s estimates. It seems, however, that with an increase in 
industrial output of this size, national income could not possibly 
have risen by only 26.1 percent during those years.”” 

The writer highly values Clark’s and Wyler’s findings. But, 
while agreeing with their estimates of the increase in Soviet na- 
tional income in the ’thirties,** he seeks to show that both authors 
have underestimated the share of investment in total national in- 
come. There are also other disagreements. 

Appraisal at unknown Soviet prices—actual figures —With 
the official estimates of national income in “unchangeable prices” 
as good as useless and the few official estimates of it in current 
prices available only in the form of percentage distributions, in- 
terest turned to determinations of national income in current 
prices by the analysts themselves. Contrary to the Soviet practice 
of approaching national income from the side of its origin (eco- 
nomic sector), these analyses attack the problem from the aspect 
of disposition, namely, from data on wage payments, incomes of 
collective and individual peasants, investments, government ex- 
penditures, and the like. Thus the need of studying the prices in 
which the various sums are expressed seems to be by-passed. 

Most material needed for such a computation is available 
from official sources, although only for isolated prewar years and 
of a nature that leaves one in doubt as to its reliability. But 
the value of the farm products consumed by the peasants out of 
their own produce or as obtained from their collective farms has 
to be estimated, and this proves difficult. To determine the income 


66 Colin Clark, “The Valuation of Real National Income in Soviet Russia,” "Review of 
Economic Progress (Brisbane, Australia), February-March 1949, I, 8. 

87 [bid., p. 9. Clark’s recent study here cited does not seem to be an improvement on his 
earlier work, A Critique of Russian Statistics and “Russian Income and Production Statistics.” 

68 With reference to Clark, the acceptance pertains to his findings in the studies quoted 
in the above footnote. With reference to Wyler, it pertains only to the period 1928-37. In a 
friendly talk, Professor Wyler sought to explain the larger increase in national income from 
1927 to 1940 by his evaluation of the men in the armed forces. The difficulty of correctly 
appraising the service of the armed forces and, for that matter, of all other services is the very 
reason why the present writer has thus far refrained from converting his own estimates of 


national income in rubles to dollars, the currency of a country with a wage level several times 
higher. 
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of the farm producers in kind is an involved problem even if it is 
approached in a normal way. The amounts retained in kind are 
difficult to ascertain, the selection of the prices to be used is rather 
arbitrary,” and the realized prices are not adequately known. 
Fantastically high estimates for the value of the consumption in 
kind have been put in circulation, though not in print. 

The value of computations of national income in current 
prices per se is very limited, because no comparisons from year 
to year are possible. Moreover, even the percentage distributions 
of the national income by economic sector and by use in any one 
year as it actually was in prices of the respective years do not 
permit any useful conclusions, because of the special characteris- 
tics of the Soviet price system, and the chaotic condition that the 
price system has been in all the time. 

Baran was the first to undertake a computation of national 
income in current prices from the income side. He determined 
the gross and net national product and national income in 1940. 
He was satisfied to refer to the prices in which his computations 
were made as current, with only a feeble attempt to find out what 
they really were.” 

In a similar but much more painstaking way, Bergson com- 
puted the gross and net national product and the national income 
in 1937, subdivided both by use and by economic sector.” He 
also made a computation of the net national product with a distri- 
bution by economic sector in accordance with the Soviet concept 
of national income. Bergson’s figure for the national income, 
Soviet concept, is 253.5 billion rubles or, after excluding a sta- 
tistical discrepancy, 244.2 billion rubles; thus it is rather close 
to 223.4 billion rubles computed above for the same item by a 
rather sweeping procedure (see p. 143). 

Bergson’s estimate of the contribution of trade to national in- 
come in 1937 is 37.9 billion rubles or, after a further adjustment, 
25.8 billion rubles, rather than roughly 20 billion rubles as im- 


69 However, the officially recommended procedure, namely of using the weighted average 
prices received for the marketed portion of the output (probably minus the products deliv- 
ered as payment for the services of the MTS) seems acceptable. See Dictionary-Handbook on 
Social-Economic Statistics (1948), p. 93. 

70 P, A. Baran, “National Income and Product of the U.S.S.R. in 1940,” Review of 
Economic Statistics, November 1947, XXIX, 229-30. 

71 Bergson, “Soviet National Income and Product in 1937.” Quarterly Journal of Eco- 
nomics, May and August 1950, Vol. LXIV. 
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plied in the official estimate” and the correct figure of 11.8 billion 
(see above, p. 136). Furthermore, apparently to attain similarity 
with the official data, Bergson combined the contribution of con- 
struction with that of industry, and the contributions of “other 
factors” with those of transportation and communications. He 
wound up by claiming “remarkably close agreement” of his per- 
centage distribution of the net national product by economic sector 
with that given officially.” 

There is no reason to be enthusiastic about this similarity. As 
the present writer had shown, the official computation of the con- 
tribution of agriculture to national income in 1937 in terms of 
“unchangeable 1926-27 prices” was greatly manipulated,” and 
there is no reason to expect that the same item had been treated 
differently in the official estimate in 1937 prices. The fair agree- 
ment between Bergson’s figure for the contribution of agriculture 
to the national income and the official one may indeed indicate 
that Bergson’s figure for agriculture is overestimated. 

Both Baran” and Abram Bergson"* computed the value of the 
income of the farm population in kind in a way which might yield 
a correct result only by accident.’ Baran had luck, Bergson did 
not.”* Neither author checked his data with other available ma- 
terial.” Bergson grants that his computation is “subject to a siz- 


72 See tabulation, p. 143. 

73 Bergson, “Soviet National Income and Product in 1937. Part I,”’ p. 240. 

74 Jasny, The Socialized Agriculture of the USSR, chapter xxviii. 

75 Baran, op. cit., pp. 228-29. 

76 Unpublished Appendix, mimeographed, obtainable from the author. 

77 Bergson’s procedure (in his mimeographed Appendix) was as follows: (1) the values 
of all deliveries and sales (total marketings) as officially stated in current prices are summed 
up; (2) to this sum, a percentage of marketings to gross output is applied, which is com- 
puted from unspecified data, of which part is in 1926-27 prices, and thus the value of the gross 
output is determined; (3) 3 percent is deducted for losses; (4) 35 percent, a percentage 
taken from Soviet data in terms of 1926-27 prices and pertaining to 1933-35, is applied and 
the value of net agricultural output in current prices is determined; and (5) the value of the 
net output minus the value of marketings yields the value of consumption in kind. Any error 
in this complicated procedure is obviously reflected in the balance with magnified force. 
Bergson neglected the fact that specifically for 1937 an official figure exists for the expenses 
which bring the value of the gross output to that of net output, namely 26 percent father than 
Bergson’s 35 percent (detailed computations of the writer indicate that the percentage actually 
was 44). It can furthermore be easily proved that the relation of marketings to output in 
“unchangeable 1926-27 prices” varies widely from that in current prices—from product to 
product and also for the total output. 

78 Baran’s figure for 1940 was 34.73 billion rubles (op. cit., p. 229); Bergson’s for 1937, 
30 billion rubles (mimeographed Appendix). Both of them cannot be correct in view of the 
intervening great rise in prices in kolkhoz markets, and, possibly, to a small extent also 
enlargement of territory. The 1937 crop, however, was excellent. 

79 While a great deal of evidence was available prior to Baran’s writing (op. cit.), the 
task of using it would have been greatly simplified for Bergson by its compilation in Jasny, 
The Socialized Agriculture of the USSR, but he ignored this too. 
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able margin of error,” but forgets about this qualification when 
he comes to conclusions, and Bergson’s conclusions are of vast 
economic and political significance. 

If there is anything remarkable in Bergson’s inquiry, it is 
that, having spent much effort in analysis, he did not make the 
conclusions which directly force themselves on the analyst. Ac- 
cording to Bergson,” the money income of households, minus sta- 
tistical discrepancy, was 156.1 billion rubles (current prices) in 
1937. Enough was known of Soviet prices when he wrote to make 
it certain that this sum represented only a small real value. Berg- 
son himself used Prokopovicz’ indexes of food costs of a worker’s 
family.* He knew that food costs weighed so heavily in the budget 
of the Russians that the indexes of living costs could not have 
differed much from the indexes of food costs. Prokopovicz’ index 
for 1937 (1928 = 100) is 835.*° If 700 were used rather than 
835, one would be close to a living-cost index for 1937 (1928 = 
100) corresponding to the stated price index for food. Bergson’s 
156.1 billion rubles as the money incomes of households would 
have become equivalent to around 22 billion rubles of 1928 pur- 
chasing power. It is easy to see that, owing to growth of population 
in general and large increase in proportion of urban population 
with its several times higher per capita income specifically, as 
well as to the large shift from home processing to purchased goods 
and the great decline in incomes of the rural population in kind 
(there is some duplication in the enumerated factors), 22 billion 
rubles of 1928 purchasing power as the money income of the 
population in 1937 implies a substantial reduction in consump- 
tion levels from 1928 to 1937. 

Having failed in the analysis which might have given his 
inquiry great economic and political significance, Bergson goes 
completely outside the scope of his study to state that “living 
standards in 1937 probably were higher than in any year since 
1928 . . . and according to many indications may even have 


80 Bergson, ‘‘Soviet National Income and Product in 1937. Part I,” p. 223. According 
to computations of this writer, Bergson’s error is close to 100 percent. 

81 Jbid., Part I, p. 214. 

82 [bid., Part II, p. 430. 

83 Prokopovicz, Russlands Volkswirtschaft unter den Sowjets, p. 306. Bergson used the 
index of 866, from an earlier study of the same author, in “Soviet National Income and 
Product in 1937.” 

84 A comparable figure had not been computed for 1928, but it is not likely to have been 
less than 16 billion rubles. 
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surpassed those of the earlier year.”*’ In a footnote to this state- 
ment Bergson said: “I am guided chiefly by scattered Soviet sta- 
tistics on the production of different kinds of consumers’ goods.” 
On the basis of the same official statistics the present writer, in 
The Socialized Agriculture of the USSR (pp. 84-96), showed 
that the diet of the population deteriorated greatly from 1928 to 
1937. On the basis of the same official statistics he shows, in The 
Soviet Economy during the Plan Era (pp. 74-75), that the use 
of textiles, the major nonfood item in the budget of the Russians, 
declined substantially for each major population group from 
1928 to 1937. On the basis of the same official statistics, Pro- 
kopovicz has shown that housing conditions in cities deteriorated 
greatly from 1928 to 1937.*° And of course Bergson’s own find- 
ings on the money incomes of the population, properly handled, 
show at a glance a decline of consumption levels from 1928 to 
1937. Yet, while the statement of Bergson’s quoted from Part I*" 
was at least qualified with “probably” and “may,” in Part II he 
makes the outright statement that “As has been mentioned 
[ where? ], 1937 was for the Soviet consumer a year of unex- 
ampled prosperity.”** 

According to Bergson the 1937 gross national product was 
297 .8 billion rubles at 1937 prices;*” according to Baran, it was 
432 .29 billion rubles in 1940 at 1940 prices,” implying a rise of 
over 40 percent. How much of this was inflation? The percentage 
distributions of the national income implied in both computations 
are likewise meaningless. 

As was indicated, there is an effective way to make estimates 
of national income in current prices useful by applying price 
indexes to the various items of which it is composed. The other 
and less effective way is to try to adjust the data for the various 
factors which distort the picture. Although the standard practice 
is still to use Soviet data in current prices as they are, the need for 
adjusting the estimates of national income in current prices, if 
they are used at all, was realized by Baran, the analyst who first 
determined it in those prices. 


85 Bergson, “Soviet National Income and Product in 1937. Part I,” p. 210. 
86 Prokopovicz, Russlands Volkswirtschaft unter den Sowjets, p. 309. 

87 Bergson, “Soviet National Income and Product in 1937. Part I,” p. 210. 

88 [bid., Part II, p. 423. 

89 [bid., Part I, p. 220. 
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Appraisal at unknown Soviet prices — adjusted figures. — 
While the desirability of adjustments of the estimates of the Soviet 
national income in prices of the respective years is realized, the 
task proves difficult. 

The first question is which factors must be considered in this 
connection. There is no doubt about the important turnover taxes 
and the frequently large subsidies from the treasury. The other 
factors that might need consideration are the small land rent and 
interest charges, low depreciation charges, low profits in general, 
and great variations in profitableness specifically. 

Inadequate depreciation affects only gross national product; 
it makes this appear smaller than it actually is. Net national prod- 
uct or income is not affected, because the depreciation charge, 
whether adequate or inadequate, is deducted in any event. All 
other factors affect both the absolute size of national income (na- 
tional product at market prices) and its distribution by economic 
sector and by use. The proceeds of turnover taxes blow up the 
national income; the nonconsideration of the other factors tends 
to depress it. 

So far as concerns specifically distribution by economic sector, 
the share of industry in national income is affected most by the 
price peculiarities. All proceeds of turnover taxes are appar- 
ently lumped into the contribution of industry to national income 
in the USSR.” On the other hand, inadequate interest charges, 
small profits, and large subsidies depress it as well as the contri- 
butions of all other sectors. In addition to this, the contribution 
of agriculture is raised by the effects of quasi turnover taxes, but 
is kept down by the low prices paid by the state on obligatory 
deliveries and kontraktatsiya. Differences between various sec- 
tors in the proportions of relatively expensive “fresh” labor and 
relatively cheap “crystallized” labor are also of importance. 

In the distribution of national income by use, private consump- 
tion is greatly enhanced by the proceeds of turnover taxes appear- 
ing primarily under this item. Negligible interest and rent 
charges, and small profits and large subsidies, depress the items 
investment and defense. These profit also from inadequate de- 
preciation charges. 


91 The returns of turnover taxes by the Ministry (Commissariat) of Trade, occasionally 
mentioned, are probably derived from the industrial activities of this ministry. 
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Adjustments for all enumerated factors would have to be made 
in a computation of Soviet national income intended for com- 
parison with the national incomes of capitalist countries. It is 
debatable whether adjustments need be made for the negligible 
rent and interest charges, and mostly inadequate profits, if the 
Soviet economy is analyzed as an isolated case; although, ob- 
viously, without profits and rent, any further expansion of the 
economic potential would have to occur exclusively at the ex- 
pense of the treasury—hardly a sound setup. The effects of turn- 
over taxes and of subsidies must be eliminated in any case. 

The elimination of turnover taxes from the national-income 
estimates involves considerable technical and nontechnical diff- 
culties—to no small extent because of the existence of quasi taxes 
(see p. 71). Like cancer, the huge turnover taxes pervade the 
whole economy, and to cut them out in one place does not insure 
that the rest of the body is not infected. Indeed, it is questionable 
whether full elimination is possible. Considerable technical diffi- 
culties are involved also in eliminating the effects of the other 
factors, owing to the spiral effect which operates so powerfully 
and whose magnitude is usually not realized (see pp. 88-89). The 
exact amount and distribution of subsidies among the various 
economic sectors and parts of sectors (such as producers’ and con- 
sumers’ goods) are not ascertainable. 

Even if the technical difficulties of adjusting the value of the 
national income in current prices for all of the enumerated factors 
are overcome and the net product or national income in unknown 
prices in a certain year is correctly established, the value of such 
a computation remains limited. Absolute figures for different 
years remain incomparable because of inflation. Even the per- 
centage distributions of the national income among the individual 
items (use, economic sector ), although much superior to those ob- 
tained from unadjusted figures, can be used only with qualifica- 
tions, in view of changes in production costs and possibly other 
factors, and one may be uncertain as to the qualifications that need 
to be made. 

Baran did not bother greatly with adjustments.” All he did 
was to subtract the proceeds of the turnover tax from the net na- 
tional product. In this way he obtained 302.38 billion rubles 
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as the 1940 net national product. Contrary to this, Bergson’s 
whole Part II is devoted to adjustments of the original figures 
in order to arrive, as he says, at “real’’ costs. The new estimates 
are called those at “adjusted” prices. Of course Bergson re- 
mained in the dark as to the underlying prices, whether actual 
or adjusted, whole sums rather than the prices being adjusted. 
Specifically, Bergson adjusts his figures for turnover taxes and 
farm prices, but fails to adjust them for subsidies, differences in 
the profitableness between heavy and light industry, etc. 

His adjustment for turnover taxes is made rather crudely (see 
his mimeographed Appendix Table 2). The figures on retail sales 
to households are reduced by 53.1 percent; those for munitions 
and gross investment other than “commodity inventories and 
stockpiles,” by 7.5 percent; all other items—namely, army sub- 
sistence and the “commodity” item in communal services, gov- 
ernment administration, NKVD (the present MVD), army sub- 
sistence, and “commodity inventories and stockpiles” — uni- 
formly by 33.7 percent. The adjustments for too high prices in 
kolkhoz markets (for what is called quasi turnover taxes; see 
p. 51) and too low prices paid by the state on obligatory de- 
liveries and kontraktatsiya are made under the assumption that 
“farm income is constant.”** But the nominal incomes of both 
the urban and rural population are swelled by turnover taxes. 
Bergson eliminates the effect of turnover tax from the income of 
the urban population but retains it in the income of the rural 
population. This procedure, together with the great overestima- 
tion of the income of the rural population in kind, permits the 
conclusion that “the real income of farmers in 1937 may have 
compared quite favorably with that of the ordinary industrial 
worker.”””* 

First of all, it is improper to speak of private incomes during 
the Plan era in terms of favorable, more favorable, or quite 
favorable. The question may only be raised: Whose incomes were 
less unfavorable? Second, the emphasis on the fact, if it was a 
fact, that in 1937 the ordinary industrial worker was even worse 
off than the peasant is improper. The year 1937 was the most 
favorable one for the peasants during the whole Plan era. In 


93 Bergson, “Soviet National Income and Product in 1937.” 
94 Ibid., Part II, p. 429. 95 [bid., Part II, p. 424. 
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1938 their incomes fell off considerably, and any improvement 
in 1939 was but small. Workers’ incomes, however, were on the 
increase in 1937, and in the first half of 1939 they were not un- 
substantially above this level. The problem of incomes as a whole, 
and the relation between urban and rural incomes specifically, is 
not put into the correct perspective in Bergson’s analysis. 

In his mimeographed Appendix (p. 1), Bergson utilized a 
study by Nesmii published in 1939. His analysis would have 
profited if he had made use of a study by the same author pub- 
lished a few months earlier, covering exactly the same ground.” 
Nesmii there (p. 103) reports on the purchases of industrial goods 
per surveyed peasant household in 28 oblasts in 1937. These 
amounted to 678.7 rubles, of which 659.2 rubles went for goods 
for personal consumption, distributed thus: 


Clothingtand Shoes-rtacats = +s fein ers ot taste tate ore 364.5 
Food aoe coe ee aes eee cats bits. acmea oats 131.5 
Nonfoods200dS s02 susseeveee ata aevesieigectoe 120.1 
Cultural and other goods ............-...0- 43.1 


The average investigated family consisted of slightly over 4 
persons; hence the purchases of industrial goods amounted to 
little more than 160 rubles per capita—around 20 rubles in terms 
of 1928 prices. According to the Ist Plan,” the rural population 
spent 30.52 rubles on industrial goods intended for personal use 
per capita in 1927-28. On top of the great reduction in total 
spending, manufactured goods included processed food to a much 
greater extent in 1937 than in 1927—28; in the earlier year the 
peasants produced this food (mainly bread) themselves, while 
in 1937 they were compelled to purchase it in government stores.”* 
It is noteworthy that this direct approach indicates a much greater 
decline in consumption levels of the peasants than the one implied 
in my computations of incomes.” 

On similar considerations the present writer cannot admit the 
significance of Bergson’s finding that in “adjusted” prices, sup- 
posed to represent “real” costs, the contribution of agriculture to 
national income in 1937 was 62.7 billion rubles, and that of in- 


96 M. Nesmii, “Incomes of Kolkhozy and Kolkhozniki,” Planned Economy, 1938, No. 9, 
pp. 73-107. 
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dustry only 77.2 billion rubles. The contribution of agriculture 
was overestimated by not eliminating the total effect of turnover 
taxes and by greatly overestimating the farm income in kind, 
while the effect of turnover taxes was eliminated in full from the 
contribution of industry.’ 

While subsidies from the treasury were not large in 1937, 
Bergson had to take account of them. Moreover, a correct assess- 
ment would require consideration of the fact that the profits of 
industry were supplied primarily by the industries of consumers’ 
goods. Direct subsidies and the privilege of yielding little or no 
profit benefited primarily the industries of producers’ goods and 
hence new investment and defense. 

All in all, Bergson’s figures in “adjusted rubles” do not rep- 
resent “real” costs. The arbitrariness of the Soviet price system 
is too great to hope to eliminate all effects of it. As stated, the 
percentage distributions of the national income by use and eco- 
nomic sector in different years, even in “real” costs, will remain 
not comparable, because of uninterrupted changes in relationships 
between “real” costs in the various sectors of the national econ- 
omy. Not until the estimates of national income are underpinned 
with price indexes will the results of such computations become a 
valuable part of a correct picture of the Soviet economy.” 


100 Bergson’s adjustments would have been different if he had analyzed the farm prices 
(see chapter i). 

101 One wonders what connection exists between Bergson’s findings with reference. to 
changes in incomes from 1928 to 1937 and his manner of treating Soviet institutions, which 
might have been in order in wartime, but seems out of place in 1950. Two examples will 
suffice. In “Soviet National Income and Product in 1937. Part I” (p. 211), Bergson writes: 
“The Soviet collective farm usually. is described as a cooperative organization. The charac- 
terization is substantially but not entirely correct.” To whom does the word “usually” in 
this statement pertain? Not to V. P. Timoshenko, Leonard Hubbard, William Lissner, Lazar 
Volin, and every other careful student of Soviet economy abroad. The collective farm of today 
is a state farm without a wage bill, a farm which forces the peasants to work and does not 
guarantee them a reward. The only co-operative feature of the collective farm is its name. 

In connection with Soviet loans, Bergson writes (ibid., Part I, p. 234): “Apparently a 
fair proportion of the bond purchases reflect some degree of coercion.” It is firmly estab- 
lished how many weeks’ pay one has to sign up for. The purchasers of Soviet bonds have 
no right to sell them without permission, which is granted only in exceptional circumstances. 
The value of the bonds declines persistently because of inflation. In 1947 two-thirds of them 
were confiscated. Even if all this evidence had been absent, the very fact—much boasted of 
—that the loans are oversubscribed in a matter of hours describes their nature adequately. 
In the same way, the reports that 99.98 percent of all having suffrage rights cast their votes 
and that 99.72 percent of these voted the Party ticket (official announcement in Moscow 
papers of Mar. 15, 1950) adequately describe the brand of “democracy” in the Soviet Union. 
“The fifth state loan of reconstruction and development of national economy of the USSR, 
issued on May 3 [1950] in the amount of 20 billion rubles, was placed in the amount of 
24,563 million rubles to the end of May 4” (New Times, Moscow, May 10, 1950). Those who 
subscribed in a few hours were not a few bankers, but perhaps 40 million or more different 
persons. According to Pravda (Dec. 17, 1947), a man was accused of illegal buying of 100- 
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Needed price studies.—The preceding discussion should leave 
no doubt about the immense importance of studying Soviet prices. 
At least four series of prices are badly needed: (a) current retail 
prices of consumers’ goods as part of a cost-of-living index; (0) 
“unchangeable 1926-27 prices”; (c) current wholesale prices of 
industrially produced producers’ goods, including construction 
(with and without turnover tax); and (d) current farm prices. 

Familarity with the current retail prices of consumers’ goods 
is indispensable for analysis of the value of retail turnover, con- 
sumption levels, real wages, national income, etc. The relative 
accessibility of these prices was the reason that they have been 
analyzed repeatedly, have been indeed the only ones subjcted to 
analysis. Yet this attention did not prevent such errors as the 
assertions that in 1928-40 the price of consumers’ goods rose “by 
around 143%,” or that “the price increase probably was 
greater than 145 percent,”*”* although the actual rate of increase 
exceeded 1,000 percent. But with reference to such a subject as 
the Soviet economy, no amount of familiarity will prevent mis- 
takes, accidental or other. 

Although a great deal of evidence is available on the retail 
prices of consumers’ goods, a perfect job would be impossible in 
view of the multiplicity of prices for the same product and absence 
of adequate data on the proportions of product for which the var- 
ious prices were effective. Prokopovicz computed indexes of re- 
tail food prices in 1928—40, using the principle of the food basket 
as recommended by the International Labour Office, and Moscow 
prices apparently in state and co-operative trade. With 1928 = 
100, his indexes are 201 for 1932, 835 for 1937, and 1,382 for 
1940."** Food and nonfood retail prices to consumers were re- 
peatedly discussed also by Hubbard.*”’ A discussion of postwar 
retail prices in comparison with those in 1940 is contained in a 


ruble bonds at 6 rubles and selling them at 10 rubles. The present writer has not made his 
mind up whether the Soviet “loans” have to be counted as tax only to 75 percent or fully 
to 100 percent. 
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study by the United States Department of Labor.’ Solomon 
Schwartz’s article also deserves mention.?” Wyler said that the 
cost-of-living index for foodstuffs and commodities rose “from 
100 in 1928 to about 1,240 in 1940, according to rough esti- 
mates.””*°* The indexes of retail prices in 1926-27, 1928, 1937, 
1940, and 1948, a by-product of the living-cost index of urban 
wage earners computed by this writer, were compiled by use of 
the purchases of workers in 1925-26 as weights. The price in- 
dexes (the same is true of the living-cost indexes) are considered 
by the writer only as the first step." The subject requires much 
more elaboration, especially the prices of nonfood products. The 
prices must also be weighted by the purchases of the rural popu- 
lation. 

The study of the food prices in 1936-50 by Kravis and Mint- 
zes’’’ is useful, but the reason for starting with 1936, which was 
that data were easily obtained, does not weight too heavily.™ 

One of the most neglected yet most important parts of the 
Soviet price system is the prices of producers’ goods. Either their 
indispensability for analysis of the Soviet economy is not recog- 
nized, or lack of data is given as the explanation for the neglect. 
In a study which originated in the Russian Research Center, Har- 
vard University, Hodgman writes: “. . . scattered prices as are 
available are largely for years prior to 1930.’"* This lack of 
price data was a major reason for Hodgman’s decision to construct 
an index of Soviet industrial production using data on output in 
physical terms as the base. Hodgman’s efforts are to be greatly 
welcomed in view of the present state of Soviet statistics, although 
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final judgment must be reserved until appearance of the indexes 
themselves. But Hodgman would do well to emphasize that his 
index can be only a substitute for the real thing. So far as the 
writer studied the material, the changes in output of most ma- 
chinery cannot be measured in physical terms. Moreover, data 
on the output in physical terms are very scarce, indeed much 
scarcer than price data. Even an index of Soviet industrial pro- 
duction based on all available evidence, i.e., physical and price 
data, would be far from perfect. 

Actually the evidence on the prices of producers’ goods is 
among that most abundant on the Soviet economy. The difh- 
culty in utilizing it is only that the job requires more time than 
an isolated analyst can devote to it. It is hoped that the writer’s 
Soviet Prices of Producers’ Goods, which will follow this study, 
will show both the great importance of the subject and the possi- 
bility of handling it. Then an organization provided with ade- 
quate funds may decide to do a thorough job on the subject. 

A study of farm prices would be immensely difficult; exact 
findings are virtually impossible. While some of the prices paid 
by the state for obligatory deliveries (except for the latest 
changes) are ascertainable, the large premiums paid for excess 
deliveries of technical crops exclude the possibility of computing 
the average prices received for them. The prices paid by the 
government for “purchases” are probably unobtainable; and only 
very scattered data are available on the prices in kolkhoz markets; 
the proper weights for these cannot be established. Certain sum- 
mary results for individual and rather distant years may probably 
be obtained from such data as accounts for all kolkhozy, total 
turnover of kolkhoz markets, and the like. The writer feels so 
discouraged by the difficulties that thus far he has not put a 
thorough study of farm prices even on his waiting list. 


APPENDIX NOTE 


THE PRICE PATTERN OF THE 4TH PLAN 


The price level on which the 4th Plan was based warrants some discussion, 
partly because the assumption that the Plan scheduled deflation may be wrong, 
but also because it throws interesting light on the Plan as a whole. 

The 4th Plan was very frugal of provisions expressed in current prices. 
They were limited to the following 1950 goals: 


Average yearly: wage sa'cn:. al otaeaeundacs Sercwieisareie ahs -6,000 rubles 
Retail turnover of state and co-operative trade ..... . 275 billion rubles 
State expenditures on “social-cultural needs”........ 106 billion rubles 


In addition there was the stipulation that the total social security payments of 
state organizations should amount to 61.6 billion rubles during 1946-50. 

The wage provisions of the Plan started from the officially sanctioned wage 
level at the beginning of 1946 which permitted a not-too-brisk total rise of 
15-20 percent by 1950. The existing excesses in wages were not sanctioned. 
The prices on which the retail-turnover provision for 1950 was based must 
have been the existing prices of rationed goods, ie., the prices at the end of 
1940-with only isolated increases during the war years. The exorbitant prices 
charged at the beginning of 1946 in state “commercial” stores could not have 
been involved in it. 

Thus far everything seems to be reasonably clear. One is not so certain 
with reference to prices of producers’ goods underlying the Plan. The goals 
of the 4th Plan for capital investments and specifically construction were in 
terms of “estimate 1945 prices.” The “estimate 1945 prices’? implied the 
operation in substance of the existing prices of centralized industry for pro- 
ducers’ goods and of the railway freight rates established in 1939. But the 
“estimate 1945 prices” were merely calculating prices, the use of which in the 
4th Plan, or elsewhere, did not imply the expectation of their operation in 
practice. 

There is at least one Plan figure in rubles, however, which has as com- 
ponents the prices of certain producers’ goods. It may possibly throw some 

1 The respective formulation in the 4th Plan was somewhat mysterious, namely, “to 
raise the value of the retail turnover of state and co-operative trade in 1950 (under consider- 
ation of the reduction of the level of prices of 1945) to 275 billion rubles.”? Reductions in 
1945 apparently occurred only in prices in “commercial” stores. But these prices could not 
possibly have any connection with the goal for retail turnover, because the Plan specified that 
the 275 billion rubles as the retail turnover for 1950 implied an increase of 28 percent in 
volume of retail trade over 1940. The statement makes sense only if the 275 billion rubles 
were in prices of rationed goods. The statement on “the reduction of the level of prices in 
1945” seems not to make any sense where it stands, but there is a remote possibility that it 
was a forewarning, inserted in an inappropriate place, of what was to come—namely, of prices 
which would be some kind of averages between the prices of rationed goods in regular trade 
and the prices in “commercial” stores. At the time the statement was made it was absolutely 


unintelligible. s 
2 See Jasny, Soviet Prices of Producers’ Goods, chapter vii. 
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light on the prices of producers’ goods on which the 4th Plan was based. This 
figure is the 1950 goal for the average cost of a ton-kilometer and passenger- 
kilometer (combined) to the railways, which, although not stated in the Plan 
itself, was certainly part of it. The respective 1950 goal was 3.85 kopeks.® The 
exact 1940 average cost for the present territory is not at hand, but since the 
1941 goal for a territory slightly smaller than the present one was 2.625 
kopeks,‘ it is safe to assume that the 1940 average cost in the present territory 
was about 2.80 kopeks. On this assumption the goal figure implied the ex- 
pectation of an increase in the unit cost of about 30 percent from 1940 to 1950. 

The railways were in very bad shape in 1945. There was no real reason for 
hoping that by 1950 the condition of the railway system would be fully restored 
to the 1940 level. Wages on the transport system, as has been shown, increased 
by 55 percent from 1940 to 1945. All fixed capital, including railways, in the 
areas at one time occupied by the enemy were reappraised at greatly enhanced 
values, and this implied a corresponding increase in depreciation charges, part 
of the unit cost. 

The average unit cost was 4.69 kopeks in 1945. A more or less realistic 
plan, which might have been made by the railway administration, probably 
could not expect a decline in average cost by 1950 of more than 23 percent (the 
percentage implied in the 1950 goal of 3.65 kopeks) , with wages as scheduled 
in the Plan and with the existing prices of |fuel, materials, and rolling stock. 
That the expectation of such a decline would still not have been fully realistic 
is evidenced by the fact that in 1947 the average cost not only was no less than 
in 1945, but increased slightly more than was needed to offset the wage in- 
creases not foreseen in the Plan (the average cost increased by 0.45 kopeks 
from 1945 to 1947, the outlay on wages by 0.39 kopeks) .° 

The writer first assumed that the provisions of the 4th Plan in current 
prices were meant to indicate the price level scheduled for operation during 
the Plan period. The wording of the Plan was probably even deliberately 
chosen to create this impression. Nowhere was it hinted that, for example, 275 
billion rubles as the 1950 retail turnover was anything but a real goal. As 
stated, the Plan explained that the retail turnover of 275 billion rubles implied 
an increase of 28 percent in volume over 1940. If the prices at the end of 1940, 
at which the 275 billion rubles were computed, were intended merely as a 
calculating unit, the figure of 275 billion rubles might as well have been 
omitted and the declaration-on the retail trade limited to the statement on the 
28 percent increase in volume over 1940. 

Since the provisions of the 4th Plan implied the abolition of the fantasti- 
cally high prices of unrationed consumers’ goods in state “commercial” stores, 
as well as all the nonsanctioned excesses in prices of producers’ goods and 
wages and the excessive rates for road transportation actually paid—in short, 
a full removal of the considerable wartime inflation (except in wages) —the 
writer felt himself justified in accepting the view that the Plan was based on 
a policy of deflation. But at a more advanced stage of analysis it occurred to 
him that the situation may have been quite different. 


3 See Jasny, Soviet Prices of Producers’ Goods, chapter iii. 
4 Ibid, 
5 It is of interest that, while the railways were planning to continue receiving fuel and 


other materials at unchanged, very low prices, they apparently seem to have planned for 
themselves an increase in rates (see chapter iii of Jasny, Soviet Prices of Producers’ Goods). 
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The perpetuation of the price-wage system as it existed early in 1946 
(except for the prices in “commercial” stores) would have been not only 
unwise but absolutely impossible. It would have been unwise because the 
prices of producers’ goods remained in substance at the prewar level in the 
face of a great deal of wartime inflation, including a substantial rise in wages. 
Hence, the decision to preserve the existing price pattern would imply per- 
petuation of the practice of very large subsidies to industry and railways, 
recognized as very harmful to the entire economy, for the duration of the Plan. 
Perpetuation of the existing price levels would have been absolutely impossible 
because the purchasing power of existing wages vastly exceeded the available 
supply of consumers’ goods evaluated at the prices of rationed food. The 
existing wage level was incompatible with these prices if the consumers were 
not to be limited in their purchases by rationing. Rationing could not be 
abolished without a change in the price-wage relationships. Since an early 
end of rationing was promised in the 4th Plan, the Plan, if it were a real one, 
would have to include the new wage-price pattern. But it was not a real plan. 

When the Party, early in September 1945, decided to release a five-year 
plan, conditions in the country were so disturbed that it was probably im- 
possible to produce a well co-ordinated unit plan. The fact is that the USSR 
was not in a position to revise its extremely ill-adapted prices of producers’ 
goods and railway rates until almost three more years had passed, in spite of 
the great disadvantages for the whole economy from the existing too low prices. 
When at last the new prices of producers’ goods and railway rates were re- 
leased effective January 1, 1949, they turned out to be unsatisfactory and had 
again to be revised twice in 1950. 

However, the Party not only wanted a five-year plan but wanted it in such 
a hurry that no plan of that duration could have been worked out, even under 
normal conditions. Little more than six months passed from the time the order 
was given, early in September 1945, to begin work on the 4th Plan until its 
final approval by the Supreme Soviet in mid-March 1946. The 3d Plan was 
approved 14.5 months after it should have started to operate, implying a total 
time of preparation of much more than two years. 

Since it was impossible to construct a real plan in the short time allotted, 
it must have been decided to have the various agencies hastily devise individual 
plans and to combine these individual, inevitably discordant plans into one 
document having the semblance of a plan. As time did not permit the working 
out of a new price-wage pattern, the new Plan was based on existing prices. 
But in this case the basing of the goals on existing prices was not a declaration 
of price policy but only a convenience, and the assumption that the 4th Plan 
scheduled a deflation or, for that matter, contained any declaration of price 
policies, is groundless.® 

The basing of the 4th Plan on the existing wages and prices (except for 
the prices in state “commercial” stores) , even as a convenience, was of course 
equivalent to bringing the incompatibility between wages and the prices of 
consumers’ goods into the Plan. The incompatibility is much less conspicuous 
in the Plan only because the Plan dealt not with 1946 or 1947 but with 1950, 
by which time the output of consumers’ goods was expected to more than 


double. 


6 Only with reference to the wage goal does it seem probable that the Plan was meant to 
operate in real life. 
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Average wages in 1950 were to be about 45 percent higher than in 1940, 
while the number of wage earners was to increase about 10 percent. Hence 
total spending power of the wage earners was to rise about 60 percent. The 
official interpretation of the goal for retail turnover of 275 billion rubles in 
the Plan itself is, however, that it implied an increase of 28 percent in the 
volume of retail trade over 1940. The Plan did not state how it expected to 
bridge this large disproportion. The bridging might, for example, have oc- 
curred by compulsory borrowing on a fantastic scale. No thought probably 

was given to the problem, or the contradiction, if noticed, was disregarded, 
since it was not expected ever to arise in practice. 

If the wage level existing at the inauguration of the 4th Plan was expected 
to continue to operate and the wage goal to be realized, the 4th Plan after 
all contained an item in the field of prices in the wide sense which was over- 
thrown soon after approval of the Plan. If the wage level and wage goal were 
not expected to operate, the question arises whether or not it was realized 
during the preparation of the 4th Plan that even the pattern of the nominal- 
wage structure would have to be changed. The prewar nominal and real wages 
showed wide differentials of which the Soviets were extremely proud. Nomi- 
nal wages kept this feature later, but the differentials in real wages were con- 
siderably narrowed by war conditions. The minimum prices fixed for rationed 
goods were relatively moderate; fantastic prices were to be paid for excess 
quantities, accessible almost exclusively to those in high brackets. In 1946 
the available amount of consumers’ goods was still so small that, after the low- 
bracket wage earners were provided with sub-minimum quantities, not enough 
remained to permit much better consumption by those in high brackets. Hence, 
simultaneously with the great increase in the prices of consumers’ goods ef- 
fective September 16, 1946 (in preparation for the later greatly delayed de- 
rationing), the gradation of nominal wages was considerably diminished by 
raising the wages of those in low and medium brackets (the idea of a cutback 
of wages for those in the high brackets did not appeal even to the almighty 
Soviet dictatorship). This wage raise, whatever its reason, implied the neces- 
sity of an even higher all-round price level than would otherwise have been 
needed. 

There are numerous detectable lacks of tie-ins in the 4th Plan, other than 
that between wages and the supply of consumers’ goods, which support the 
idea that the 4th Plan was largely a combination of individual plans, for con- 
venience calculated in existing prices. Space limitations prevent discussing 
them here. 

In addition to the great advance of retail prices effective September 16, 
1946, the Soviets extracted almost all money in circulation and canceled most 
of the state indebtedness by confiscation in December 1947. After this the 
value of the ruble was officially declared as increased, i.e., a successful de- 
flation was proclaimed. The abolition of the high prices in “commercial” 
stores and kolkhoz markets which accompanied derationing did not justify 
this claim, in view of the preceding large increases in prices of consumers’ 
goods in regular trade and more moderate boosts of wages, and of the later 
great advance in prices of producers’ goods effective January 1, 1949. 

There is not a hint in the released portion of the 4th Plan’ of all the price 


7 The mysterious phrase, “under consideration of the reduction of the level of prices 
” . . 
of 1945,” can properly be disregarded as made in absolutely unintelligible form. 
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and wage development which started in September 1946 and continued through 
1950. One may be certain that all or most of this development was not seriously 
planned at the time the 4th Plan was being prepared; if it was planned, the 
planning may have been done by the Polithureau—behind Gosplan’s back. 
The Plan was based on existing prices, as calculating units, leaving to the 
future the decisions on the price pattern which was to operate in practice; 
only the wage provisions may have been intended to be realized. 
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TABLE I.—TuRNOVER TAXES ON SpeEciFic Goops* 


Commodity 
CONSUMERS’ GOODS 


Grain, Ukraine (rubles per quintal) :* 
IWiheatnsolt eer cca ee ook chang o nuke le nh as 
iWheatvhandwmeter sare ce acts ela eee 


eee ee ee ese eee eee eee see ee ee eee sees e 


Meal, whole-rye, Ukraine (rubles per quintal)*. . 


Bread and bakery products from taxed flour 
(percent of wholesale price) :° 

Common rye and wheat bread............... 

Dictetie breade > cppve cas oe eo 


Beeline eter acct acre Mee eek er 
Veal; pork, mutton, oc. cameaneces ben ee 
Poultry 


eure ree eee eee cee cee eee eee eee sev ee 


Fish (percent of retail price) :* 

Fish, other than herring ...0.......0.0sccee- 
Herring Caspian wees ee adds oe OR 
Caviar 


OS. BW) Se © S10 (96. 6 Rha ee ee le © (0) 6) 8 ed) v' em ba Be 


Butter sok can sie leet Ca ee 
Cheese, full-fat ac.4 . heron ee Reece eee 
Cheese, melted and smoked ................. 
Cheese, American-type and cream 
Margarine, table 


ee 


OP BOO. Be 6rt OWNS, Bile 8) mel e!.e 8.19 ce berm 


Rate Date 
(percent) effective 
73.00 
74.00 
60.00}: April 1, 
46 .00 1940 
25.00 
289.50] 
April 1 
66.50 1940 


. ae 


330 1, 1936 
January 
mac 24, 1940 


67-71 
62-67 |: January 
24, 1940 


Candies, probably from taxed sugar (percent 
of retail price)” 


Salt (percent of wholesale price) :# 
Bulk 


rs 


i 10:18)'s' 8 Gr aveteie sje, eres p yeleseiceratisienalie 


SOLS Sip ee. 0! Penola ellen as a6 \eme: ohete ee) eielts) Stasi retaie atc 


ee er 


39-53 
35-50}. if April 10, 
40 [ } 1940 
5-50 
60-66 
a §{ April 10, 
i, { lt 1940 
59-67 : 
§ January 
3) 24, 1940 
§ January 
ical sale ch) 
70-80 May 1, 
35-42 1940 
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TABLE I (Continued) 


A Rate Date 
oiaisodity (percent) effective 
CONSUMERS’ GOODS 
Beverages (percent of retail price) : 
"WCEP NSE aOR so cea anda Bea bn 9 AGE ET TINE veut 84 January 
Wrher Wcqnors’ s..< letave nie oe ee ee 55-78 1, 1940 
ee \ April 10, 
DO LECTED S aio) et cos tcp te a bic a eee I ae 20 } 1940 
Tobacco (percent of retail price) :' 
Cie RECHEG Males van le Om meee Me eae 2 coe 75-88 { January 
iMakhorkawe eek Sete ne eee 70 1, 1938 
Cotton goods (percent of wholesale price) :” 
OUST (AN gC Np re Ore UR co <n g R eeaed 55 { June, 
OMe OOM RA ei it ura Pact Muss as ad cP ees 62-655 ) 1937 
Woolen goods (percent of wholesale price) :” : 
: April 1, 
Worsted abrics, .(etenteceevaieie weeps’ once os 62 1936 
Coarse fabrics, produced by enterprises of 
the Commissariat of Light Industry of RSFSR 43 
E June 1, 
Coarse fabrics, produced by other state 
; 1937 
ENTER PVISESL, cle cholo csenatere: sliefoun sateen ear ctele kistets 20-35 
Shoes, leather, from taxed leather (percent 
of retail price) :° 
Russian: leathetestece . <prev e+ sce coc clee teres 10-26 July 11, 
G@hromem citi acne ess ene cle hale s sees 60 26-40 1940 


Soap (percent of wholesale price) :? 
Maundry, irom untaxed: fat <2 6 -..605 0.0% 0's. 61-71 
itaundny irom taxed fatysc. suitors eletetes 6-9 
Mole irom mntaxed tat sc cures hes eee <ci exe 67.5-69.5 
MOUleEStLOMl TAXCO Lat sns yee cacct cis cleveies via cle cee tcers 40.5-51.5 


in source; 
in effect in 
1938 
Radio receivers (percent of retail price less 
Petal MATS) aes. toveeteiede «oo slo + eho le-e eralere.e 25 


Wrist watches, ladies’ (percent of retail price 


lesseretatleman gm) ester tyetcn oierel srs: ssteroiets «1¢ 70 1. 1940 


Kitchenware, aluminum (percent of retail 
price less retail margin)’ «............-6 50-60 


October 


1, 1936 


Date of en- 
actment 
Bicycles (percent of wholesale price)* ......... iS not stated 
f 
f 
Water supplied by municipalities (percent)”.... 1 
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TaBLE I (Continued) 


3 Rate Date 
Commodity (percent) effective 
CONSUMERS’ GOODS 
Electric current, all purposes (percent) :” 
Moscow and Leningrad ..............--e0e- 23 May 1, 
MISE WHETEa ees cnicrsvee s tor ee ee eae eee 1937 
Medicine (percent of wholesale price)” ........ 1 } oe 
Date of en- 
actment 
Eyeglasses (percent of wholesale price)” ....... aes 
in effect in 
| 1938 
FRODUCERS’ Goops"% 
Coal (percent of wholesale price)” ............ 0.5 | se ve 
Naphtha products (percent of wholesale price) : erak 
AA GEOGETICN arctra Laie rip's Os sialnca wig Shela mtacervaamiee ee aay 
Gasoline® sneer. eee uae sae 80 § March 1, 
Faeloil and iubricants® saaccs keds ewecne 4 60.5 | SE1937 
Metals and concrete (percent of wholesale April 1 
PEC) Mohd, Weta turret odshio arn s teats 5 for s 
Machinery for industry (percent of wholesale : 
PROG Baksh e oad Sate TONS TRONS vie em 1 } ates 
Varnishes and dyes: 
Varnish from untaxed linseed oil (percent Ona 
of wholesale price)? o.oo. an scereaee occ ee 60 Meine 
Shellac and polish (percent of retail price)”. . Séptember 
Other varnishes (percent of retail price) ..... 20, 1939 
Ocher, red lead, aniline dyes (percent of Avril 
wholesale prige) v,4 s ss ean es teen eae 0.5-1 me Fase 
Tarpaulin (percent of wholesale price)/’....... 24 | se i 


Bags, from untaxed materials (percent of 
wholesale price) :"” 
Puex, forindustry shous sateeeaty ees See 8 July 1, 
Flax, for the “broad market” ............... 43 1937 
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TABLE I (Concluded) 


As it Rate Date 
mmodity (percent) effective 


Se ee ee ES 


PRODUCERS’ GOODS 


SS ee ee See 


Flox-jute, for industry a5. 02..0.8e ock ee 11 July 1, 
Flax-jute, for the “broad market” ........... 44 1936 
Sickles and scythes (percent of wholesale price) "' 13 | ae 
Plows and harrows (percent of wholesale ey Raiw 

price) =) << h55) ae RH hate terctigae. ee G's 1 } rosea 
Autobusses, trucks, automobiles (percent of April 1 
wholesale price)” ......... PS Eee: ae 2 } eee ; 


a ee 


* Some of the rates of the turnover taxes were published in the collection of laws, 
enactments, orders, etc., of the Soviet government, issued periodically. The title varies; for 
example, in 1940 it was Collection of Decisions and Orders of the Government of the USSR 
(Moscow). All editions will be cited hereinafter as Collection of Laws, with year, issue, and 
number of article. 

In 1938, the USSR Commissariat of Finance issued an Alphabetic List of Industrial 
Goods with Rates of Turnover Taxes and Budgetary Trade Margins (Moscow, 1938), which 
did not always state the date of enactment. Hereinafter this will be cited as Alphabetic List, 
with page number. 

For additional information on rates of turnover taxes, especially for earlier dates, see 
articles of the late Paul Haensel, the only student to compile rates for.a large number of 
goods: “The Sales Tax in Soviet Russia,” Tax Magazine, January 1936, XIV, 18-22; “Public 
Finance in the Union of Soviet Socialist Republics” ibid., September-December 1938, XVI, 
517-20, 555-57, 591-94, 628-37 659-62 686-90, 724-26, 756-63; and “Recent Changes in the 
Soviet Tax System,” Taxes—the Tax Magazine, November 1941 XIX, 675-82, 698. 

* Collection of Laws, 1940, No. 7, Art. 213. 

> Depending on type; ibid., 1936, No. 46, Art. 403. 

° Depending on price; ibid., 1940, No. 12, Art. 298. 

# Depending on region; ibid., 1940, No. 12, Art. 297. 

* Depending on region; ibid., 1940, No. 28, Art. 683. 

? Depending on region; ibid., 1940, No. 21, Arts. 518 and 519, 


9 Ibid., 1940, No. 12, Art. 295. * Depending on type; ibid., 1940, No. 2, Art. 37. 
* Depending on type, producer, and size of package; ibid., 1940, No. 16, Art. 394. 

* Depending on type; ibid., 1920, No. 7, Art. 212. * Tbid., 1940, No. 21, Art. 518. 
' Depending on type; Alphabetic List, pp. 266-67. 

™ Depending on type; ibid., pp. 188-89. " Depending on type; ibid., p. 195. 

° Depending on type; Collection of Laws, 1941, No. 2, Art. 29. 

P Depending on type; ibid., 1936, No. 20, Art. 184. % Alphabetic List, p. 25. 

* Collection of Laws, 1940, No. 12, Art. 294. * Ibid., 1940, No. 7, Art. 215. 

* Depending on type; zbid., 1941, No. 2, Art. 30. “ Alphabetic List, p. 27. 


* Collection of Laws, 1937, No. 59, Art. 257. According to P. Vladimiroy (‘For Profitable 
Operation of Enterprises,” Questions of Economics, Moscow, 1948, No. 8, p. 32), turnover tax 
on electric current has been abolished since Jan. 1, 1949. 

” Alphabetic List, p. 90. ® Ibid., p. 123. 

*¢ Turnover tax on producers’ goods abolished since Jan. 1, 1949 (see Vladimirov, loc. 
cit.). The new regulation obviously does not pertain to petroleum products and varnish from 
linseed oil. 

>» Alphabetic List, p. 203. °° Collection of Laws, 1940, No. 12, Art. 296. 

44 Thid., 1937, No. 39, Art. 160. °° Alphabetic List, pp. 8, 45, 90, 177, 217. 

'T [bid., p. 89. 99 Less tax on linseed oil, if taxed oil is used; ibid., pp. 120, 255. 

** Probably from linseed oil; Collection of Laws, 1940, No. 2, Art. 41. 

tt Alphabetic List, pp. 8, 123, 183. Ji Tbid., p. 18. kk Ibid., pp. 92-93. 

‘l Ibid., pp. 72, 170. mm Tbid., pp. 17, 136. PM lbid:.p..5. 
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Taste IIL—USSR: Inpusrriat OurPuT AS PLANNED For 1941, By AGENCIES* 
(Million rubles except as noted) 


DS SSS sl 


Relatives 
Value in 
; Current prices Produc- current 
“Unchangee __————“‘—~™C™CC#'o COS pices to 
Commissariat able tovaluein value in 
or other agency 1926-27 Produc- Charged “unchange- ‘‘unchange- 
prices’’* tion by able able 
costs?’ industry® 1926-27 1926-27 
prices” prices” 
Total (billion rubles) ..... 162.0 213.5 406 131.8 250.6 
Coal industry scenes < 2,687 6,206 6,276 231.0 233.6 
Petroleum industry ..... 3,680 3,674 16,200 100.0 440.2 
Electric stations ....... 2,892 3,395 4,370 117.4 151.1 
Iron industry .......... (Pay 14,621 15,355 201.6 PANE? 
Nonferrous metals ...... 2,129 7,800 8,640 366.4 405.8 
Intermediate machinery . 8,850 8,750 | 9,810 98.9 110.8 
Heavy machinery ...... 3,780 4,440 4,752 11755 125.7 
General machinery ..... 2,730 2,440 2,875 89.4 105.3 
Electric industry ....... 4,141 3,676 4,032 88.8 97.4 
Defense industries ...... 31,880 32,838 40,300 103.0 126.4 
Chemical industry ...... 5,217 7,992 9,547 1ose2 182.9 
Building materials ...... 1,840 3,160 3,230 Lev 175.5 
Forestry products ...... 3,538 7,380 7,408 205.7 209.3 
Paper industry ......... 861 1,320 1,824 153.3 PANE) 
Textile industry ....... 10,700 28,080. 46,000 262.4 429.9 
Light industry ......... 8,821 20,300 28,260 23001 320.3 
Kish industry fades ese cee 996 3,534 5,988 354.8 601.2 
Meat-milk industry ..... 4,600 8,012 23,115 174.2 502.5 
Food industry ......... 13,050 39,666 84,500 303.9 647.5 
Procurements .......... ZA ae aes SL 2O Le Sm ena 1,180.9 
Cinematography ....... 412 354 430 85.9 104.4 
Transportation ......... 1,800 PAY Gye Sry 191 OF ae ios 
Healthivincecsusnese tree 805 485 : 60) Zee tertasr 
Wood alcohol .......... 5 ASA ee 900-07% > asec 
Other specified ........ TA 209 oe ore:susvoye Wome ’s tyace\ sue Mae ieiess tole [cae ee 
Total specified ....... 139,522 210,903 SOULS. Modesteseme lpenetee 
Special computation 
7 commissariats® ....... 44,494 ...... Zao Daa we aie tetee e 528.9 
6 commissariats® ....... 41,847 103,266 204,063 246.8 487.7 
Others except the 7 
(billion rubles) ...... TGS Se cess srarene Wy Meas el At 145.5 


* Data from USSR, State Plan of Development of National Economy of the USSR for 
1941 (Supplements to the Order of SVK USSR and TsKVKP (b) No. 127 of January 17, 1941) 
(no date or place of publication given), pp. 9-11, 566-67. The output in “unchangeable 
1926-27 prices” is the usual such data. The output at “current prices” is the so-called market- 
able output, i.e., current output plus unfinished production at beginning of year, minus 
unfinished production at end of year. For most ministries this makes little difference. 

“Except for the new regions (western portions of the Ukraine and White Russia and 
Karelo-Finlyandia). The figure for the Commissariat of Trade not shown here separately 
(2,934 million rubles) is in current prices which include turnover taxes; the figure had to 
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be included without correction also in the amounts stated in “Total specified” and “Others 
except the 7” and all these amounts are consequently not accurate. 

>The output of the so-called marketable production of the so-called industrial com- 
missariats only. On the basis of the 1938 output data in “‘unchangeable 1926-27 prices,” 
these commissariats accounted for close to 80 percent of the total industrial output. Pro- 
duction costs include turnover taxes on the utilized raw materials. 

° Including all turnover taxes. 


# Commissariats collecting most turnover taxes (Textiles, Light Industry, Fish, Meat- 
milk, Food, Procurements, and Petroleum). 


° As in note d, except for the Commissariat of Procurements. 
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31, 33, 34, 36, 154; supplies, 31, 33; 
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151-52 

Industrialization drive, 5, 14, 18, 37 

Industry, general: appropriations for, 90, 
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Steel: vs. coal, prices, 10, 39, 67; prices, 
9, 21, 36, 37, 38, 40, 62, 86, 88, 102, 
168; subsidy on, 86 


varying 


INDEX 


Studenski, Paul, 96, 115, 132, 134, 137 

Subsidies, 66, 87, 149, 150, 153, 161; 
and losses in industry, 84; on muni- 
tions, 91; plans to eliminate, 89-90; 
on producers’ goods, 9, 85-90 

Sugar, 32, 33, 34, 164, 169 

Sugar beets, 49, 58 

Sumtsov, A., 131 

Sunflower seed, 49; see also Oil, vege- 
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